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his magnanimity, whose position has not impaired his simp 
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Tin President of the U miversity has well inscribed this legend 
on the wall of the great hall of the Harvard Graduate School 


of Business Administration: 


THIS GROUP OF BUILDINGS 
DEDICATED ON JUNE 4, 1927 
AND AN ENDOWMENT THEREFOR 
WERE GIVEN BY 
GEORGE FISHER BAKER 
BANKER AND PHILANTHROPIST 
TO PROMOTE 
KNOWLEDGE AND INTEGRITY 
IN THE ART OF 
FINANCE INDUSTRY AND COMMERCE 
OBJECTS DOUBLY ADVANCED 
BY HIS GENEROUS GIFT 
AND BY HIS LIFELONG EXAMPLE 


The vision which was Mr. Baker's ts now ours, that of a 
young nation entering upon higher standards of business and 
leading the world’s civilization to richer life and greater 

8 : A 


happiness. 


WiLtuiaM LAWRENCE 











N the fourteenth of April, 1913, 
() the relatives and friends of J. 
Pierpont Morgan accompanied 
ly in a special train for burial at 
I happened to sit beside 

B whom 


iker, I knew slightly, 


exchanged anecdotes about 


ial friend, Mr. Morgan. In- 
ver since then, when we have 
talk often drifted to 
Morgan, “J. P.” as Mr. Baker 


called him, sometimes ‘‘The 


has 


Commodore.” Between these two 


vere perfect confidence and warm 
hip. 

\ lew years later, on my arrival at 

Island I was told to hurry out 

» 1 rolf Baker 


course where Mr. 
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GEORGE FISHER BAKER 
By WILLIAM LAWRENCE 


and Mr. Pruyn were playing off the 
As I 


were 


finals in the old men’s match. 
Club 


surrounding the last green, the two 


drew near, the members 
men had made their approach shots, 
The 


ylayers were walking in, Mr. Pruyn 
play y 


both balls were just off the green. 


evidently nervous, Mr. Baker easy and 
relaxed outwardly, but clearly on edge 
within. 

Both first Mr. 
Pruyn the second; Mr. Baker holed 
the 
was no applause, only a deep sigh; 
the 


expression. 


missed the put, 


out and won match. There 


loud 
off 


made 


too high for 
Baker walked 
if he had 
Wall Street. 


was 
Mr. 


than 


tension 


more content 


a successful turn in 
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evening the company 
and it fell to me to 
present him with the cup. Taken 
by surprise, his emotions overcom- 
ing him, he could only falter, “I 
thank you, friends.” But he never 
forget the 
friendship was 


In the 
gathered, 


forgot or let me inci- 
dent, and our 
sealed. It was all characteristic of 
the man. 

would set Mr. 


readers as a 


The newspapers 
Baker their 
great banker and 
cier, one of the richest men in the 
country. He was all these, but to 
those who knew him even though 
he was a simple, natural, 
spirit 
Never hav- 


before 


successful finan- 


slightly, 
friendly man 
and affectionate nature. 


of democratic 


ing had business relations with him, 
I cannot speak with authority on 
that side of his life, but 
noticed these characteristics. 

Those who have been close to him 
in business relations have shown not 


I have 


only admiration for his ability and 
success, but a rare affection which 
would support him as firmly in failure 
as in success. 

Of course, on the part of the whole 
banking and business community there 
was complete confidence in his integ- 
rity and his readiness to stand by in 
storm or disaster; their confidence was 
sustained by his serenity of temper 
and his quietness and naturalness of 
He always had 
command of himself, and there was 


voice and manner. 


no crisis so sharp that he could not 
ease the tension by telling in a per- 


fectly natural way some illustrating 
anecdote. 

Indeed his habit of anecdote wa; 
one method whereby he gave himself 
time to think ahead and prepare his 
answer. I remember going into his 
office on Wall Street to present an 
important proposition. I was deter. 
to be brief and thus save 
his time and gain his good-will; also 
I had another pressing engagement, 
I began, “Mr. Baker, I have come to 
you on a big matter and will take less 
than five minutes.” “Bishop,” he re- 
plied, “was it your grandfather or 
your great uncle, Amos or Abbott 
Lawrence, that as a young man 
wanted to borrow some money on 
State Street, etc., etc.”” He went on 
for five minutes giving the details, 
watching my effort to hold myself in, 
and thinking out what I might have 
in hand. 

At another time, when he knew 
that I was in high tension for a 
decision, he came in deliberately, sat 
down, talked on two or three trivia! 
matters, and then launched out. 

“Bishop, in regard to the Harvard 
Business School that you talked t 
me about three months ago, I have 
thought it I am _ not 
going to give a million dollars or 
half a million either.” 

And then he paused as if a reminis- 
cence had struck him and _ said, 
“Just before the War there was 4 
proposition to build a bridge across 
the Hudson to connect the East 
and West Parks. If the War Depart- 


mined 


over and 








Bridge; 
the Wa 
given U 
Then 
have b 
cided t 
might | 
to give 
My life 
and I s 
graduat 
start 
But I 1 
college | 
Note 
in dang 
note al: 
of his t 
to say, 
family | 
New 
persist 
goes. 
in Wal 
in tem 
ancesto 
Boston, 
Homes 
had the 
Fair, h 
farmers 
tables 








GEORGE FISHER BAKER 


t would let us set a pier in 
middle of the River it would 
t five million dollars. I had about 
‘ded to give it. It may not 
been a very worthy motive, 

[ should like to think of my 


and grandchildren driving 

ver the George F. Baker Memorial 
Bridge: I should like to myself. But 
War came and the plan was 
given up.” 
[hen he paused and added, “I 
been thinking and have de- 
led that Business School 
be a better object to which 
give that five dollars. 
life has been given to business, 
I should like to found the first 
raduate business school and give a 
to better business standards. 


But I want to do it alone; will the 


the 


million 


llege let me?” 

Note the enjoyment that he had 

dangling the bait before me and 
also the frank statement of one 

Who of us is ready 

say, though we may know it, that 


motives. 


mily pride prompts our gift? 
New England character and habits 
ist wherever a New Englander 
Although he spent seventy years 
Wall Street, Mr. Baker remained 
what Dedham 
were. When he came to 
Boston, he used to visit the Baker 
Homestead on Dedham Common, and, 
there been an old fashioned Cattle 
air, he would have stood among the 
farmers and exhibited stock and vege- 
bles with the rest of them—they 


temperament his 


estors 
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would not have suspected that he had 
ever been out of Dedham. 

He won a high reputation for his 
ability in picking out young men for 
responsible positions in Wall Street. 
I like to think of him as having in- 
herited that genius from one of his 
forebears while other farmers 
talked and argued about the points 
of this or that prize bull or trotter, 
quietly studied their points, watched 
their action, and then while the dis- 
cussion was still on, picked his bull, 
his led off 


while watching 


who, 


made bargain, or his 


horse; the farmers, 
his retreating back, wondered why 
they had not selected these them- 
selves. Mr. Baker had a 
quietly watching young men in Wall 
Street and elsewhere, asking about 
them and then engaging them, while 
the directors of their companies 


wondered why they had not given 


way of 


the men promotion sooner. 

Dr. Weir Mitchell once told me that 
his own ability to make a quick and 
probably correct diagnosis was not 
intuition or genius, but the uncon- 
scious habit of marshalling his experi- 
ences of past years while watching 
the patient and his symptoms. Some 
such unconscious habit goes _ pro- 
bably with every able and successful 
man whatever his pursuit. 

Mr. Baker 
quietly thinking, smoking, or talking 
He be- 


came familiar with the conditions of 


passed many hours 


with his business intimates. 
problems before they came to him for 


decision. ‘Then when they did come, 
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tangle of questions, opportunities 
objections uncoiled themselves, 
and after a little discussion he made 
his decision upon enterprises involving 
many millions as simply and naturally 
as if it were so many dollars. 

Mr. Baker was not only friendly and 
affectionate; he was also intelligent, 
strong, persistent and astute. As a 
trustee for others and for his own prop- 
erty he would put up a fight for his 
rights or his prospects to the border 
of fair play and honesty, but never 
beyond. 

He was a growing man through life 
I said 


to him one day, “‘Mr. Baker, most of 


and open-minded to the end. 


us have only one brain at a time, and 
if it is all devoted to business we cannot 
turn it to intelligent and large giving; 
but there may come a time when we 
have made enough money and may 
enjoy getting rid of a part of it as much 


as earning it. It is all a process of 
education.” ‘“‘That’s true,” he te. 
plied,” but I don’t think I am educated 
up to that yet.” 


coming on. 


His education was 
A few weeks before Mr. Baker's 
death, as I was giving an address jn 
the little Chapel at Jekyll, I looked 
down on him in the front pew where 
he sat in order that he might hear and 
also, as he said, that the people might 
not see him fall asleep. The grateful 
thought came to me that a man, who 
for two generations had lived and 
worked in the very center of the world’s 
business, could remain so simple, so 
gentle, so affectionate and so uncon- 
scious of himself. 

I have written of Mr. Baker in this 
personal, narrative way, for it was 
Mr. Baker’s way and as I believe he 


would have wished. 
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DISTRIBUTION PROBLEMS OF THE OIL 


INDUSTRY. 


I 


By SIDNEY A. SWENSRUD 


EW industries today are free from 


it few indeed are confronted 
more serious fundamental diff- 
; than is theoilindustry. Every- 
on the marketing battle-front 
t industry the struggle for outlets 
becoming more intense. It is not 
use the marketing profits of these 
; are so attractive that they are 
» eagerly, but rather because 
ifford a means of disposing of 
il. The increasing number of 
causes a steady diminution in 
available gallonage per outlet, and 
ruggle to maintain or increase 
gallonage finds reflection § in 

d advertising and other market- 
ense, wider margins to dealers 
companying these factors, con- 
price-cutting which eats away 
» total margin between cost and 


hy + 
t 


g exp 


ration. 
se conditions in the oil industry 
pear to be reaching a sort of climax, 
bably as the result of three factors. 
Che first is a declining rate of increase 
lomestic gasoline consumption and 
illable exports after a decade and a 
of almost unbelievably rapid 
owth. ‘The second is the increasing 
ntage yield of gasoline from crude 
which makes it possible each year 
btain the same quantity of gasoline 
a smaller quantity of crude oil. 
third is the fact, unfortunately, 
it the potential production of crude 
has steadily increased, probably 
r more rapidly than in the last year 


WO 





No consideration of the marketing 
economics in the industry that over- 
looks these fundamental factors can be 
expected to furnish any satisfactory 
analysis of present marketing condi- 
tions and trends in the oil industry. 
A brief review of these factors, therefore, 
and some analysis of the crude situation 
must precede the discussion of market- 
ing problems. 


The Relative Newness of the Industry 


By any way of figuring, the modern 
petroleum industry is young. ‘The first 
attempt to obtain oil by drilling a well 
was made by Edwin Drake in 1859 
near Titusville, Pennsylvania, where 
the well is preserved as a memorial to 
the man who drilled it. A few years 
later Rockefeller, then about twenty- 
five years old, began to see the possi- 
bilities of oil and in 1865 he ventured 
into the refining end of the business. 

At most, therefore, the industry is not 
over seventy years old. It began, of 
course, as the kerosene industry, but up 
to 1900 it had not grown to one-tenth 
of its present size. It was not until 
about 1910, furthermore, that the num- 
ber of automobiles in use began seri- 
ously to affect the fundamental 
character of the industry and to convert 
it from a kerosene to a gasoline indus- 
try. At the end of 1910 there were 
about 468,500 motor vehicles in the 
United States; at the end of 1930 the 
number exceeded 26,500,000. ‘The con- 
sumption of gasoline in that period has 
grown even more rapidly than the 
number of cars in use, because of the 

389 
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increasing use of the average car and account for from eight to ten per cent smaller 
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the consumption of gasoline per motor chiefly of gas oil, furnace oil, fuel oil, wii 
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gallons. The comparative trend of . I crude 
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DISTRIBUTION PROBLEMS 


‘refinery programs based primarily on 
manufacture of gasoline. 
As previously mentioned, the per- 
entage yield of gasoline from crude 
has steadily increased. This has been 
orincipally a result of the increased use 
‘ “cracking” processes which make it 
sossible, by applying heat to the heavier 
‘ractions of the crude under pressure, to 
break up or “crack” the molecules and 
us convert a large proportion of these 
eavier fractions into gasoline. The 
typically higher anti-knock properties 
f cracked gasoline also have materially 
centuated the utilization of crack- 
g in the last year or two. In 1914 
nly about 18.2% of the crude run at 
refineries was converted into gasoline, 
whereas in 1930 the yield had reached 
42%. The trend of percentage yield of 
gasoline from crude-oil run by United 
States Refineries since 1914, as com- 
by the United States Bureau of 


Xu 


, has been as follows: 
14 18.2% 1921 27.1% 1926 34.9% 
17 21.5 1922 28.8 1927 36.0 
1918 25.3 1923 30.0 1928 37.4 
25.2 1924 31.2 1929 39.4 
26.1 1925 32.4 1930 42.0 
These figures, coupled with the 


smaller increase in gasoline consump- 

are rather significant. For ex- 
ample, it required less crude in 1930 
to produce our domestic gasoline re- 
julrements than in 1929, and it is 
probable that a still smaller quantity 
f crude will be required for the gasoline 
requirements of 1931. 


The Crude-o1l Situation 


Overproduction of crude oil has been 
an almost chronic condition in the 
industry for a decade. Even after 
material reduction in above-ground 
stocks of crude oil in the past year, there 
s at the present time more than a six- 
months’ supply on hand. If, further- 


OF THE OIL INDUSTRY. I 391 
more, weight is given to the potential 
production being artificially held in the 
ground through state proration restric- 
tions, the potential supply is increased 
to about nine-months’ requirements. 
Such a condition of oversupply of crude 
oil can be understood only in terms of 
the peculiar economic and legal com- 
pulsions surrounding its production. 

Crude oil in the United States, of 
course, is produced in accordance with 
the American philosophy of free com- 
petition, under which price, resulting 
from the interaction of supply and 
demand, is supposed to provide a 
sufficient stimulant or discouragement 
to production to keep it reasonably 
in balance with consumption. The 
founding fathers, had they been eco- 
nomic prophets rather than statesmen 
of human liberty, might well have 
considered whether such a theory ever 
is well applied to the extractive as 
compared with the reproductive indus- 
tries or raw materials. This question 
has been raised by a few of our econ- 
omists, but apparently its significance 
never has penetrated very far into the 
minds of the statesmen who make our 
laws and who in large measure deter- 
mine our economic course. Most ex- 
tractive industries are dealing with 
irreplaceable minerals, some of which, 
such as coal and oil, are forever de- 
stroyed by their initial use. Unless, 
therefore, the factor of price actually 
acts upon production in such a way as 
to prevent wasteful and incomplete 
exploitation of the product, needless 
dissipation of capital in obtaining it or 
inferior uses of it after it has been 
obtained, the theory of free competition 
may be decidedly defective, if viewed 
from the standpoint of national conser- 
vation and economical utilization of 
capital. 

The nature of most mineral products 
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creates a situation under which pro- 
duction from newly discovered mines or 
oil fields often can be obtained at a very 
low cost relative to the cost of produc- 
tion from older and less prolific mines 
or fields. In a reproductive industry, 
such low cost of production usually 
would reflect a genuine improvement in 
some manufacturing process and, if the 
resulting reduction in price forced out 
of business some of the high-cost pro- 
ducers, that result probably would be 
simply a necessary step toward social 
and economic progress. But low-cost 
production from a flush oil field or a 
new mine usually represents merely a 
fortuitous circumstance and, if it results 
in prices so low as to force older and 
higher-cost wells or mines to close down 
in such a way that their remaining 
production never can be recovered at 
all or else only at a greatly increased 
ultimate cost, it is very doubtful that 
in such cases the unrestrained opera- 
tion of the law of supply and demand 
under free competition has accom- 
plished any social or economic benefit. 

Except for the possibility of its 
gradual formation over nature’s eons, 
the entire quantity of any mineral 
already is in existence. If, conceiva- 
bly, a very large part of that total 
quantity suddenly were discovered and 
its reduction to possession above ground 
by competitive interests made easily 
possible within a short period of time, 
obviously its immediate price would be 
entirely out of proportion to its real 
economic value determined by balanc- 
ing the total supply for all time against 
the demand of the product for all time. 
But the unwillingness and inability of 
the owners of such production to hold 
it indefinitely and to bear the interest 
and carrying charges on it would result 
instead in the balancing of the presently 
obtainable part of the all-time supply 


against the demand merely of the pres. 
ent and the rather immediate future. 

The foregoing illustration exagge;. 
ates only in degree the economic sitya. 
tion of crude-oil production today, 
For example, the recent oil field opened 
up in East Texas, possibly the greatest 
field yet discovered, already has been 
the chief cause of a drastic reduction jn 
crude-oil prices, bringing them to the 
lowest levels in the gasoline era and 
far below the cost of production from 
the vast majority of existing oil wells, 
That does not necessarily mean that 
those older wells are closed, however, 
for if they were closed for any length of 
time it would be very expensive and 
perhaps impossible to commence oper- 
ating them again. Hence, the only 
point at which price would effectively 
discourage production from such wells 
would be that at which the bare cost of 
continuing to raise the oil to the surface 
considerably exceeded the price obtain- 
able at the well. 

Unfortunately, low prices for crude 
oil do not necessarily discourage further 
drilling either, for there is always the 
lure to the speculative nature of man 
that the discovery of a bonanza pool 
will return great wealth to the dis- 
coverer, whatever the price may be. 
And, indeed, the cost of production in 
a flush field is so low as compared to 
that in an older field that the former 
can operate for a time at prices which 
are ruinous to older fields. 


Restrictive Programs 


Unfortunately also, the fundamen- 
tal law of gas and oil as established by 
the courts in the early kerosene days of 
inexpensive shallow oil wells has con- 
tributed to the evils of competitive 
drilling at every hand; if the purpose of 
those decisions had been deliberately 
to prevent conservation and to promote 
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they could not have been more 
erfectly devised. 
\t the time the law was established 
fugitive nature of oil was greatly 
exaggerated by the courts—many of 
issumed that the oil was like a 
flowing and shifting around under- 
d: therefore they applied to it the 
; to wild animals, that it belonged 
property owner who first reduced 
yssession. The land owner him- 
of course, rarely drills for his own 
typically he leases his oil rights to 
company, generally for a rental 
til drilling is commenced and there- 
fter for a royalty interest, usually of 
ighth of the oil (or value thereof) 
ht to the surface on his property. 
w oil companies ever buy outright 
1 flat price the entire oil rights from 
land owner, partly because of the 
established custom of leasing but 
y because the speculative element 
volved discourages the large invest- 
ntof capital which would be required. 
[In view of the previously mentioned 
ncerning the transitory nature 
oil underground, the courts, of 
e, construed it to be the duty of 
leaseholder to develop the lease as 
mptly as possible and to drill enough 
to get as much oil as rapidly as 
due diligence. Obvi- 
once a well is drilled on one 
land there immediately is set 
the possibility of draining out oil 
under the land of nearby owners. 
sequently, the law also requires 
whoever has leased the oil rights 
h adjoining land must, if it be 
a certain distance of the new 
immediately drill ‘‘offset’’ wells 
tect these other owners in their 
Ity interests. 
absurdity to which drilling is 
1 under such a system is apparent 
nyone who has seen some of the oil 


with 
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fields near Los Angeles, such, for 
instance, as Signal Hill at Long Beach, 
which were developed on town lots 
where the oil wells, each costing around 
$100,000, are literally as thick as houses 
would be and look like a veritable 
forest. 

Under these circumstances the only 
hope for any reasonable balance be- 
tween the current potential supply and 
the consumption requirements of crude 
would be nature’s success in preserving 
as a secret the location of her crude- 
oil reserves until they currently were 
needed. But even here, man, with his 
modern knowledge of geology and geo- 
physics, and with blind luck, has out- 
witted nature; the oil he has discovered 
has far outrun in quantity the current 
need therefor. 

There are at the present time several 
oil fields each of which by itself could 
supply the entire current crude-oil re- 
quirements of the United States. It is 
true that in the leading oil states of 
Oklahoma, Texas, and California “ pro- 
ration”’—that is, pro rata restriction of 
production from wells to a certain per- 
centage of their potential capacity, 
enforced by state authority—is keeping 
in the ground a great deal of the poten- 
tial production. Nothing compulsory, 
however, has been done to prevent or 
restrict new drilling and consequently 
it goes on unabated as it necessarily 
must under the law, once a field is dis- 
covered, even though when the wells 
are completed their owners may be 
permitted to draw from them only a 
small percentage of their potential pro- 
duction. ‘The industry is coming now 
to realize that this potential supply 
underground, which can be brought to 
the surface by the mere turning of 
valves, is a very real part of the “sup- 
ply”? which determines price. Prora- 
tion, therefore, while helpful, has not 
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provided any real solution since it has 
not restricted new drilling. 

Some legal authorities believe that it 
still is possible for the states to restrict 
the drilling of new wells by statutory 
enactments under their police power 
which might be invoked in two ways: 
first, to protect property owners against 
having their oil drained out through 
adjoining wells by requiring the opera- 
tor of any well to divide its production 
ratably among all surface owners above 
the known boundaries of the pool. 
This obviously would compel unit oper- 
ation and remove all incentives or 
compulsion to unduly rapid develop- 
ment except the desire of the royalty 
owner for an immediate return. The 
second means by which police power 
could be invoked to prevent uneco- 
nomic drilling would be the state’s 
right to prevent unnecessary waste of 
an irreplaceable natural resource, for 
an almost inevitable concomitant of too 
many wells or too rapid development is 
not only a waste of crude oil and of 
capital but also a tremendous waste of 
natural gas—wasted by actual escape 
into the air and because, as the chief 
agent in helping lift the oil to the sur- 
face, its disappearance reduces forever 
the quantity of oil that can be recov- 
ered from the well. 

It must be admitted, however, that 
the oil industry is not yet eager for 
government regulation of the sort just 
suggested, and that stage will hardly 
come for some time, if ever. In the 
meantime, the potential overproduc- 
tion probably will continue. In the 
face of such a situation it is not strange 
that the supply of crude oil should 
exert a profound influence on market- 
ing, especially since so many of the 
companies having crude production are 
now engaged in marketing as well. 
For many of these companies the mar- 


keting of finished products is not an eng 
in itself but merely a means of finding 
an outlet for crude oil. An executive 
of one of the very large oil companies 
has said that his company is marketing 
not gasoline, but crude oil. : 


The Marketing Problem 


In the early days of the industry, the 
marketing companies were concerned 
almost exclusively with refining and 
marketing—they had not yet acquired 
any direct interest in crude-oil produc- 
tion or transportation. The raw mate- 
rial had not then begun to exert its 
direct pressure on marketing, nor had 
the producer of crude oil become inter- 
ested in the sale of the ultimate finished 
products. 

Since then, however, a vast integra- 
tion, probably unparalleled in any other 
industry, has taken place. The mar- 
keter has integrated back to the crude 
and the crude producer has integrated 
on to the marketing of the finished 
products. It is difficult to find any 
other industry in which so large a 
percentage of members produce the 
primary raw material, transport it to 
their own refineries, manufacture the 
finished products, and sell so large a 
part of the finished products to the final 
consumer at their own retail stores. 
One of the forces which has promoted 
this integration has been the marketing 
and refining companies’ desire to obtain 
an assured source of crude oil. This 
may seem somewhat absurd in view of 
the present abundance of crude, but it 
must be remembered that about a dec- 
ade ago very pessimistic estimates were 
made by men of high authority con- 
cerning the total quantity of oil in 
existence. For the crude producer the 
urge to integrate forward to the market- 
ing end has been, of course, an even 
stronger force. In the beginning such 
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jesire simply to increase their earnings 
rough participation in the refining 


| marketing end; later, however, as 
pointed out, the urge to dispose 


ae 
i Cauy } 


oil added a still stronger 


crude 
ncentive. 
Such a high degree of integration in 
the oil industry probably has been made 
ssible by a rather unusual combina- 

n of conditions. Consider the facts: 
easoline and oil are the chief products 
ld at a service station; in fact, their 
a ne constitutes a full-time retail 
.ctivity. These products can be made 
y a single refining organization from a 
single raw material, crude oil, and that 
raw material can be produced and 
transported to its refineries by the same 
mpany, with an investment that need 

t be out of proportion to the business 


alt 


isa wnole. 

The high degree of vertical integra- 
n thus existing in the oil industry, 
y participates in all ends of 
the business—production, transporta- 
ion, refining, and marketing—provides 
ontinuous ownership of the product 
rom the moment the oil gushes from 
the earth to the time when the finished 
product is marketed; it provides, there- 
fore, a direct conduit through which 
pressure of the raw material can 

‘xerted upon the final market. 


mpany 


Channels of Distribution 


In emphasizing the large proportion 

f gasoline sold by major companies 
through their own retail stations, it is 
ot intended to obscure the fact that 
today the greater part of the 

is distributed 
through independent dealers rather 
than company-operated stations. It 
oubtless is correct to say that there 
s been a trend in the past few years 
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toward the increase by major companies 
of their own retail outlets, but during 
the same period the number of dealer 
outlets undoubtedly has increased also. 

It is probable that the major market- 
ing companies in the oil industry as a 
whole distribute from 20% to 25% of 
their gasoline in the United States 
through their own retail outlets. A 
somewhat greater proportion than that, 
probably 30% to 35%, is distributed 
through resale dealers selling under the 
brand names of the supplying com- 
pany. It is to be noted, however, that 
these dealers operate typically on a 
definitely fixed and assured margin. 
They sell the branded products of the 
supplying company which the latter 
delivers to them with its tank trucks, 
and these products are handled by the 
dealer through underground storage 
tanks and dispensing pumps furnished 
or “loaned” by the oil company. 
They resemble commission agents, 
therefore, rather than independent re- 
tailers buying in a true wholesale 
market and bearing the ordinary risks 
of business. As a matter of fact, more 
and more of these dealers are being set 
up on an actual commission-agency 
basis. Another fraction, perhaps 
about 15%, is sold by the oil com- 
panies direct to consumers and deliv- 
ered in tank trucks. The balance, 
perhaps 15% to 30%, is sold at whole- 
sale in tank-car lots to so-called jobbers, 
who usually have their own brand 
names, operate retail stations, and sell 
to dealers, farmers and commercial 
users, as do the oil companies having 
refineries. In this group also might 
be included the so-called tank-car ser- 
vice stations, which usually are cut- 
price stations located at the juncture 
of a good street and a railroad siding 
and equipped with bulk storage for 
receiving tank-car deliveries. 
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The foregoing percentage figures for 
sales made through the types of outlets 
just enumerated are not intended to be 
an authoritative statement or estimate 
of those percentages, but are given 
merely to afford some idea of the 
relative importance of the various chan- 
nels of distribution through which 
gasoline is sold. It is one of the 
anomalies of the oil industry that the 
same company in the same territory 
usually sells its products through all of 
these channels, excepting the cut-price 
tank-car service stations as above de- 
fined, which usually buy from refiners 
who do not otherwise market at retail 
in that territory. There is, of course, a 
growing tendency in many industries 
for the older lines of distribution to be 
broken down. This movement proba- 
bly has been brought about largely by 
the growth of chain stores and also by 
the intensive brand advertising which 
has forced many companies using such 
advertising to seek more effective chan- 
nels of distribution. The oil industry, 
however, differs from many industries 
in that there apparently has never been 
a time when there was any strong urge 
to protect a given channel of distribu- 
tion, such as the wholesaler or the 
dealer, from other types of distribution 
for the same company’s products in the 
same territory. 

The explanation of this situation 
probably lies in several facts. The 
gasoline industry is relatively new, but 
the distribution of gasoline had been 
preceded by a wide-spread system on 
the part of oil companies of tank-wagon 
distribution of kerosene and oil to 
farmers, retail stores and commercial 
users. This system simply took on 
gasoline, and no new retail establish- 
ments were set up at the start. The 
earliest real business called into being 
by the automobile was the garage, for 
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the mechanical problems of a car pre. 
sented a more important problem at the 
start than securing the small quantity 
of necessary fuel. The garage, there. 
fore, became the first new retail source 
of supply for gasoline. 


Establishing Retail Outlets 


The requirements for gasoline and more CO 
oil grew rapidly, however, and since as 
supplying them to the motorist soon gasoline 
became a sufficiently important activity 
to support a full-time retail establish. 
ment, numerous jobbers and dealers 
began to set up in the business. The 
customers liked this, because they got 
better service; there was more room and — buildin: 
no need of waiting until the garage Fe As 
mechanic could be lured away from his — more ©! 
repairing long enough to wait on them, J to grov 
The oil companies, perceiving that to a ¢ 
separate retail establishments to sell 
gasoline had real merit and met with 
public approval, gradually began to 
set up stations of their own. This 
practice did not meet with the resis- 
tance from existing dealers which proba- 
bly would have been the case in an 
older industry, because the demand was 
increasing more rapidly than the outlets 
and so no one felt that he was being 
ruined. As quality of service and of J 
products became more and more impor- these 
tant, the oil companies went increasingly people 
into the operation of their own stations. outlet 
But they did not give up the jobber and 
dealer outlets, because, in the first place, ol 
many of these outlets were necessary 
to give them distribution at points to giv 
where the gallonage would not warrant 
operating their own service stations; in 
the second place, the demand was still the o 
increasing so rapidly that both types of is NO 
outlets were profitable and it would 
have been difficult for oil companies to 
build enough stations to keep up with 
it; and, finally, in the meantime the 
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crude oil had begun to press 
market. More and more oil 
were going into the market- 
hey needed distribution, and 
way to secure it at a reason- 
liture of capital was through 
| dealers. Hence, instead of 
d out, these outlets became 
ted prizes than ever, so long 
ld dispose of a few gallons of 
month. If they showed no 
for a new company’s goods, 
uld be persuaded by wider 
if dealers, by the promise of 
plied with new modern pumps, 
ympressors, paint for their 
and the like. 
urgency for outlets became 
actor, dealer margins began 
vider. At the start the price 
ler, for instance, was only 
cent per gallon under the 
Few dealers, of course, 
entirely upon gasoline and 
ir revenue but usually car- 
as a side line to their main 
f operating a repair shop or a 
store. With the competition 
il companies for immediate 
this margin to the dealer grew 
reached three, four, and in some 
five cents per gallon. Under 


wide margins, of course, many 


were induced to set up gasoline 
ind become dealers. Partly 
ns of preventing substitution 
and partly to promote the 
pany’s brand names, but chiefly 
the dealer an added inducement, 


’ “ce . 99 - 
actice of “loaning”? him pumps 
nks and painting his premises in 


mpany’s colors grew until it 
| but universal in the industry. 
nly factors limiting the width 

the dealer margin is pushed 
eem to be: first, the amount 


bviously exceeds that for which 
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the oil company could operate its own 
retail outlet; and second, the amount 
of the margin which the dealer will 
keep rather than give away to his cus- 
tomers in an effort to increase sales. 
This latter factor usually is the more 
effective, for the practice of secret 
price-cutting on the part of the dealer 
immediately begins to affect the gallon- 
age at the company’s own service 
stations, so that to protect that busi- 
ness they are forced to reduce the 
spread between the price to the dealer 
and their own retail price. When, as 
in some sections, these wide dealer 
margins have been based on the ser- 
vice-station price and long-term con- 
tracts made, it often has been very 
difficult to effect a rapid cure. 

While the margin allowed the dealer 
is important, and if too wide may be 
the cause of much secret price-cutting 
as well as the promotion of new outlets, 
it nevertheless is an arbitrary margin 
similar to a commission. The more 
significant and fundamental margin is 
that between the wholesale tank-car 
price of gasoline and the retail price. 
Not all refiners have dealer or retail- 
marketing outlets and very few com- 
panies can dispose of their entire output 
through those channels. ‘There grew 
up at an early date, therefore, a whole- 
sale market for gasoline in tank-car 
lots. It is in this market, of course, 
that the jobber, already mentioned, 
buys his gasoline. Oil jobbers are 
almost as old as the industry, but their 
period of greatest development in most 
sections came with the combination 
of extremely rapid growth of gasoline 
consumption and wide margins, which 
began to appear about 1921 to1g23. 
It was about that time that flush crude 
production began to be reflected in 
greatly increased gasoline supply and 
lower wholesale gasoline and crude-oil 
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CHART II 


COMPARATIVE TREND OF SERVICE-STATION AND WHOLESALE (TANK-CAR) PRICES op 
GASOLINE AND OF 36° CRUDE OIL IN CENTS PER GALLON 
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prices. As in the case of most com- 
modities, however, declines in the retail 
price of gasoline tended to lag behind 
reductions in cost and in wholesale 
prices, thus creating a wide margin 
between wholesale cost and retail price. 
This tendency is evidenced by the 
accompanying chart of crude-oil, whole- 
sale and retail gasoline prices since 
1919. 

The tremendous increase in gasoline 
consumption apparently obscured the 
significance of the effect which the 


maintenance of this wide margin be- 
tween wholesale and retail gasoline 
prices was having on the increasing 
of uneconomic outlets. A wide margin 
in those days meant even more in terms 
of profit opportunities than it does to- 
day, for the multiplication of outlets 
had not gone so far and a greater 
average gallonage per outlet was avail- 
able. This, together with the fact 
that marketing was not then so expen- 
sive nor margins allowed to dealers so 
great, naturally created a very attrac- 
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tuation for the jobber who could 
advantage of it by buying in the 
le market and selling to dealers 
retail. The result, naturally, 
increase by thousands the num- 
jobbers who went into the busi- 
[he wide margins which they 
tempted them to cut prices 
penly or secretly in order to 
nct their volume and their total 
4 rofit. ‘This tendency was accentuated 
y the fact that such jobbers frequently 
well-known brand name to aid 
neither had they in _ general 
leveloped so high a quality of service 
"a as the large oil companies. 
| [he marketing leaders of the oil 
| ndustry might possibly be criticized 
heir apparent short-sightedness in 
ning the decline in their retail 
thus fostering the development 
t array of competitive market- 
ng organizations attracted merely by 
t vide margins between wholesale 
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and retail prices. Such a criticism as 
to the past undoubtedly is warranted; 
it may even be made of present con- 
ditions in several sections of the country 
where the economic soundness of the 
wide margins in effect seems question- 
able. In the main, however, we proba- 
bly must regard the situation as the 
working out of economic forces in a new 
industry, hampered slightly perhaps 
by the human inability to perceive the 
directions and effect of those forces in 
the eagerness for immediate profits. 
It seems to be one of the ironies of most 
new businesses having a rapidly in- 
creasing demand, that the high rate of 
profit in the early stages attracts into 
them a rush of capital that does not 
cease until long after the reasonable 
needs of new capital, on which a fair 
return can be earned, have been met. 

The concluding part of this article will appear in 


the October issue of the HARVARD BUSINESS 
REVIEW. 
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THE CAUSES OF JURISDICTIONAL DISPUTES IN 
AMERICAN TRADE UNIONS 
By GEORGE E. BARNETT 


O part of American trade-union 

activity has been the subject of 

severer criticism than the juris- 
dictional disputes which so frequently 
and so disastrously disturb industry. 
The enormous losses so caused have 
been estimated, and the disproportion 
between such losses to the industry and 
the gain accruing to the successful 
unions has been made the subject of 
comment. The ingenuity of students 
and trade-union leaders has been exer- 
cised in devising and expounding sys- 
tems under which the wars which result 
from such disputes might be avoided. 
Such practical steps as have been taken 
in accordance with these plans have 
resulted, however, in little of immediate 
importance. 

The first step in the solution of any 
problem lies in the ascertainment of the 
causes which produce a given situation. 
Among the explanations given for the 
occurrence of jurisdictional disputes, 
chief place is usually given to the desire 
of the workmen concerned to increase 
the number of jobs available.! A vari- 
ant of this form of explanation is the 
assertion of an insistence by workmen 
on the “right to a trade.”” But those 
who put the matter in the latter form 
logically reduce the “‘right to a trade” 
to the desire to secure continuity of 
employment.” The difference is, there- 
fore, unimportant. 





‘See Whitney, N. R., Jurisdiction in American 
Butlding-trades Unions, p. 99; Commons, J. R., 
“Jurisdictional Disputes” in Wertheim Lectures on 
Industrial Relations, 1928, p. 95; and Haber, William, 
Industrial Relations in the Building Industry, p. 156. 

* Webb, Sidney and Beatrice, Jndustrial Democracy, 


PP. 515, 516. 


400 


The first difficulty with this explana- 
tion is that it is too broad to lead to any 
useful conclusion. Noone doubts that. 
if all workmen were fully supplied with 
jobs, certain kinds of jurisdictional dis- 
putes would largely if not entirely dis. 
appear. The same may be said of 
restriction of output and opposition to 
the introduction of machinery. We 
have here undoubtedly a large under- 
lying socio-psychological factor. But 
obviously if we are to get nearer to the 
problem, we need to know not merely 
that the workman wants steady en- 
ployment, but under what conditions 
this desire results in jurisdictional dis- 
putes which cause cessations of work. 

An even more serious objection to the 
“scarcity-of-jobs”’ explanation is that a 
large part of the jurisdictional disputes 
certainly cannot be said to be due to 
any desire to enlarge or maintain the 
boundaries of a particular trade or even 
a particular set of persons. Many of 
the disputes are not economic in nature 
but, in the large sense of that term, 
political. For example, the long war- 
fare between the United Brotherhood of 
Carpenters and the Amalgamated So- 
ciety of Carpenters cannot by any 
stretch of the imagination be said to 
have been a war to increase the number 
of jobs for carpenters or even for 
Brotherhood Carpenters, since it was 
never proposed to debar members of 
the Society from the Brotherhood. 
What the Brotherhood wanted was ex- 
clusive control over union carpenters 
It will best serve the purposes of exposi- 
tion, therefore, if we divide jurisdic- 
tional disputes into two classes—politi- 
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economic—and discuss each 
parately. 
tical Jurisdictional Disputes 
mazing fact which engages the 
n of the student of trade union- 
that American trade unions alone 
all the trade unions in the world 
raged on a large scale in political 
tionaldisputes. There has been 
among these trade unions 
ry of sovereignty which is com- 
in rigidity with the theory of 
vereignty of the State. Put 
American trade-union theory 


llows: 


nen 
VPCUu 


sovereignty resides in the 
nion. Every local union in the 
trade or group of trades repre- 
the national union must belong to 
| union or it is an outlaw (dual) 
n. Only one national union 
rritory covered (United States and 
in be a legitimate union. Any 
sectional or national union is 
jual) union. National unions 
ibject to coercion or control by 
r form of trade-union organiza- 
leral or other. 

England and Germany no such 
has developed. All kinds of 
inions, sectional and local, are 
get along fairly peacefully. In 


t Britain, for example, the Scottish 


maintain, for the most part, 
e central organizations. In the 
trade, for example, there are 
ndon Society of Compositors, the 


graphical Association, the Scot- 


lypographical Society and the 
| Typographical Society. Sucha 

n is inconceivable to an Ameri- 
de unionist. In acountry many 
larger, with wider climatic and 
mic differences, the principle that 
al unions in a single trade or 


try must be affiliated with a single 


union is rigidly maintained. 
al or sectional unions are “‘legal.”’ 


It is a matter of some interest 
to inquire how this theory found lodg- 
ment in American trade-union doctrine. 
Trade unionism began here, as in Eng- 
land, with local bodies. National or- 
ganization first became important in 
the United States in the fifties, but in 
the early days the national unions were 
exceedingly tolerant of local unions that 
wished to maintain their independence. 
When the Typographical National 
Union was formed, for instance, there 
were a number of independent local 
unions that for one reason or another 
preferred to remain outside the national 
union. The relations between the 
Union and these local unions were most 
amicable. In 1906, however, when the 
Ottawa local union severed its relations 
with the Typographical Union, the na- 
tional union exerted pressure to force it 
back into the Union. A “‘loyal”’ union 
was set up in Ottawa, and working cards 
were refused to traveling members of 
the outlaw union. The determining 
factors in this change of attitude among 
American trade unions were the Civil 
War, with its attendant swing of opin- 
ion toward nationalism, and the great 
conflict with the Knights of Labor in the 
eighties. Whatever the relative impor- 
tance of the two factors may have been, 
it is certain that by the early nineties, 
the entire present theory of the sover- 
eignty of the national union had been 
developed. 

This theory of the dominance of the 
national union has found expression in 
the relationship of all forms of trade- 
union grouping to the national union. 
It may be said broadly that the struc- 
ture of American trade unionism has 
been designed with the primary aim of 
maintaining the dominance of the na- 
tional union against all forms of “dual” 
unionism, whether “dual” national 
unions or “dual” local unions. It is 
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true, of course, that the American Fed- 
eration of Labor, the city federations 
and the various kinds of city councils 
have positive functions, but their rela- 
tionship to each other and their func- 
tions have been defined throughout 
with reference always to the mainte- 
nance of the sovereignty of the national 
union. The structural plan of Ameri- 
can trade unionism has been guided by 
one great conception, and all purposes 
and functions which conflict with that 
have been eliminated or utilized only in 
so far as they do not conflict. 

The American Federation of Labor 
is a confederation of national unions 
primarily for the purpose of securing 
the sovereignty of the national unions. 
The control of the city and state federa- 
tions of labor is in the hands of the 
Federation, and it is a leading principle 
of the organization that no local union 
belonging to a “‘dual” national union 
shall be admitted to membership in any 
of the subordinate federations. If a 
local union of the Typographical Union 
secedes, it cannot retain its membership 
in the city and state federation of its 
locality. In effect, therefore, the A. F. 
of L. is a combination of national unions 
to suppress insurrection and to secure 
the adhesion of all local unions in a 
trade or industry to the national union 
of that craft recognized by membership 
in the Federation as the one legitimate 
national union. But each national 
union in the Federation is completely 
autonomous. The Federation will of- 
fer its mediatory offices in disputes 
between national unions, but no com- 
pulsion is to be used. 

This formidable aggregation of the 
power of the American trade-union 
movement has been fairly successful in 
most parts of the field in securing the 
adoption of the principle of the sover- 
eignty of the national union. American 


trade unionism is far more symmetrica] 
in structural outline and far more 
sharply defined than the trade-unioy 
organization in other countries. By; 
this symmetry has been achieved grad. 
ually only at the cost of many struggles, 
The long struggle of the Amalgamated 
Society of Carpenters to maintain ap 
existence finally ended with the incor. 
poration of their members into the 
Brotherhood. Here and there a fight 
against a “dual” union, as that against 
the Amalgamated Clothing Workers, 
has been prolonged. But in the main 
the principle of national-union sover- 
eignty has been worked out. It may 
be expected that in the future the 
jurisdictional disputes which have arisen 
from political as distinguished from 
economic causes will grow fewer and 
fewer. But looking at the matter his- 
torically, it must be borne in mind that 
a large part of American trade-union 
jurisdictional disputes have arisen from 
the adoption of a political principle 
which has not commended itself to the 
trade unionists of other countries. 
Another large class of political-juris- 
dictional disputes originates primarily 
in the desire to secure additional bar- 
gaining strength. In these cases, little 
if any desire to increase the jobs avail- 
able to members of the trade represented 
by the encroaching union is present. 
Such jurisdictional disputes are gener- 
ally quickly decided and cause relatively 
little interruption to industry. Of this 
nature was the dispute of the Inter- 
national Typographical Union with the 
Machinists Union concerning the at- 
tendants of linotype machines. ‘The 
larger newspaper and other offices found 
it desirable on the introduction of the 
linotype to employ machinists to keep 
in order and repair the machines. 
These men were members of the Ma- 
chinists’ Union. The Typographica! 
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‘on soon found that the friction 
rowing out of having two unions in the 
mposing room was very great. More- 
ver the union desired to control the 
notype attendants since, in the event 
‘strike, the shut-down would be 
re complete. Accordingly, the Ty- 
raphical Union “‘extended its juris- 
over these positions. The 
achinists were offered membership 
the Typographical Union and the 
‘eater part of them accepted. The 
Union did, to be sure, have a hope that 
ultimately printers might come to fill 
these positions acceptably, but the hope 
that the number of jobs available for 
printers might be increased was a 
relatively small part of the incitement 
to this particular action. The real 
basis for action was political. The 
n of the machinists in the Typo- 
graphical Union was demanded, in the 
pinion of the printers, by high con- 
siderations of policy with reference to 
bargaining power. ‘Trade-union his- 
ry is full of such cases. Almost all 
the disputes of the printers have been 
{this kind. Similarly the major juris- 
nal difficulties of the molders have 
een political. When the molders, for 
example, took the coremakers into 
membership despite the resistance of 
the Coremakers’ Union, “scarcity of 
obs” was not a factor. The molders 
certainly did not want the coremakers’ 
bs either then or later, but they did 
eliminate the wrangles which 
grew out of having two unions working 
it closely related tasks and to consoli- 
late the strength of the two trades in 
The fun- 
lamental difficulty in the relations of 
e brick-layers and plasterers is of the 
me kind and probably will not be 
atisfactorily solved until some form 
' amalgamation has been achieved. 


wish to 


Economic Jurisdictional Disputes 


Those jurisdictional disputes which 
are directly connected with the desire 
of trade unionists to increase the num- 
ber of jobs available for the men of a 
particular craft at the expense of some 
other craft are usually called ‘‘demarca- 
tion” disputes. In the United States 
such disputes are largely concentrated 
in the building trades. There are 
difficulties of this kind elsewhere, but 
they are not important and they are 
usually quickly settled. Itis character- 
istic of building-trades’ demarcation 
disputes that they are very numerous 
and that many of them last intermi- 
nably. Since some of the reasons for 
this unhappy situation have been de- 
scribed in detail by competent investi- 
gators, it will be sufficient here to 
enumerate them.? 

In the first place, in no other industry 
do so many trade unions work together. 
The five or six unions in the printing 
trades have had almost no jurisdic- 
tional disputes. The seventeen build- 
ing-trades unions tread on each other’s 
toes somewhere every day. It would 
be an interesting study to inquire how 
so many trades have come into existence 
and whether there is any economic 
warrant for such a minute division 
of skill. Obviously, such subdivisions 
greatly increase irregularity of employ- 
ment. Whether the gain in efficiency 
warrants the sacrifice is a question to 
which the unions and contractors should 
seek the answer. So long as there are 
seventeen unions participating in the 
erection of buildings, there must be 
frequent occasions for disputes as to 
whether a particular piece of work 
belongs to one union or another. 





3An elaborate analysis, which has served as the 
basis for later accounts, will be found in Whit- 
ney, op. cit., pp. 105 et seq. 
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A certain amount of progress has 
been made in the direction of lessening 
the number of unions. In the past ten 
years, the Bricklayers’ Union, by far 
the strongest union in the building 
trades, has absorbed the Tile Layers’, 
the Stone Masons’, and the Marble 
Workers’ Unions. ‘The plasterers have 
absorbed the cement workers. If the 
plasterers were amalgamated with the 
bricklayers, one whole section of the 
building trades would be proof against 
jurisdictional disputes. The decrease 
in jurisdictional disputes through amal- 
gamation is far more than is indicated 
by the figures showing the progress of 
amalgamation. It is among the closely 
related trades that the greater number 
of disputes originate. Another effect 
of amalgamation is to cause an increas- 
ing dissatisfaction among the larger 
unions with the incessant squabbles of 
their highly specialized sister unions. 

If amalgamation is so highly desirable 
both on general economic grounds and 
as a step toward avoiding jurisdictional 
disputes, it may be asked why it does 
not proceed more rapidly. The strong- 
est obstacle to the amalgamation of the 
building-trades unions lies in the belief 
rooted in working men that the greatest 
protection to employment is in the 
division of industry into a large number 
of sections in each of which the exclusive 
right to employment belongs to the 
men practising that particular trade. 
Even where amalgamation occurs, the 
trades combined insist that each of 
them shall retain the exclusive right to 
employment in its trade. The passage 
of workmen from one of the combined 
trades to another is jealously watched. 
Moreover, the employers in the larger 
places prefer workmen who work exclu- 
sively at one of the branches, because of 
the greater skill they ordinarily possess. 
But where amalgamation has occurred, 


it has been found possible to compose. 
without resorting to strikes, such de. 
marcation disputes as do occur. 

The second reason for the grea: 
number of jurisdictional disputes in the 
building trades lies in the rapid changes 
which have occurred within recep: 
years in building processes. The inven. 
tion of new materials, the transfers of 
many processes from the building to 
the factory, the invention of the sky- 
scraper and the elevator—all of these 
have been factors in causing disputes. 
The matter is made worse by the lack 
of any basis for deciding disputes that 
appeals generally either to trade union- 
ists or to working men. Why any 
union should have jurisdiction over the 
particular field it governs is at many 
points debatable. To be sure each 
union has certain forms of specialized 
skill, but in most disputes an equally 
good case on this count can be made 
for both sides. The controversy thus 
turns on many issues such as the nature 
of the material, the workmen who 
formerly did the work, and so on unend- 
ingly. It must be admitted, therefore, 
that the greater part of the decisions 
can be supported only by the argument 
that in the long run a peaceful decision 
is better than war, even to the losing 
party. This is a doctrine which finds 
as yet little support among the rank and 
file. 

But over and above these primary 
causes of the numerous jurisdictional 
disputes in the building trades there 
is another factor which makes any 
settlement of such disputes almost 
impossible. In order to understand 
the persistence of these disputes, an 
understanding of the peculiar political 
organization of building-trades union- 
ism is necessary. These unions differ 
from practically all other American 
trade unions in the small degree to 
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ntralization of function in the 
union has developed. The 

in almost all other unions 
have reached any considerable 
f stability and power has been 
national union to absorb power 
local unions. In some unions, 

1s the printers’ and the molders’, 
velopment has gone so far as to 
local unions merely the instru- 


ak iC i 


the hands of the national 

; by which national policies are 
mmated. In the building trades, 
contrary, the national unions 
weak and are able to exert 
small control over the local 


ituation has not developed out 
weakness of the building-trades 
in their bargaining power. On 
ntrary these unions have shown 
past ten years surprising vigor, 
sted both by their great increase 
mbership and by their rapid 
in wages and working con- 
They are without question 
the most prosperous and virile 
American trade unionism. 

+h the general trade-union move- 
is declined greatly in the past 
these unions have steadily 

‘d. The explanation of the 
legree of centralization in the 
ing-trades unions lies in_ the 
| used to enforce their policies on 
nployers. Other trade unions 
their own efforts to fight their 
tles; the building-trades unions rely 
int effort to a considerable degree. 
have developed and maintained 
trument of pressure of enormous 
the use of which is not possible 

le unions in most other fields—at 
anything like the same degree. 
instrument is the joint-closed 
that is, an agreement among the 
ing-trades unions in a particular 


place that they will not work on any 
building where non-union men are doing 
the work ordinarily done by any of the 
building-trades unions. This form of 
pressure from the nature of the case 
must be applied locally. The conse- 
quence is that power resides in the local 
building-trades unions and not in the 
national unions. 


The Butilding-trades Council 


The use of the joint-closed shop has 
necessitated the creation of a special 
political organization—the building- 
trades council. The history of these 
councils has been reviewed by several 
writers, and it is sufficient to say here 
that by 1900 they were in operation in 
every considerable city in this country. 
The great growth of trade unionism 
in the building trades dates from the 
inauguration of the councils. These 
bodies consist of delegates from the 
various local building-trades unions. 
They are the real seat of power in these 
trades. 

The national unions desire to utilize 
the form of pressure which the councils 
alone can effectively exercise, and at 
the same time to control their local 
unions. In some industries, the na- 
tional unions have preferred to give up 
the joint-closed shop rather than to 
sacrifice the dominance of the national 
unions. ‘Thus, the printing trades have 
rejected this device after much dis- 
cussion. The building-trades unions 
have held fast to this form of joint 
action and have attempted to build up 
some organization by which they might 
restrain the councils. The problem is 
dificult, and comparatively small suc- 
cess so far has attended their efforts. 

After some preliminary but fruitless 
attempts to control the councils had 
failed, the Building Trades Department 
of the A. F. of L. was organized in 1908 
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and has therefore had a continuous 
history of over twenty years. The 
Department is made up of those na- 
tional unions in the building trades 
affiliated with the A. F. of L. that are 
willing to enter and is entirely con- 
trolled by the constituent national 
unions. The councils have no repre- 
sentation in the Department. No local 
council is “legitimate” unless it is 
chartered by the Department, and 
every affliated national union must 
require its local union to withdraw its 
representatives from any local council 
not chartered by the Department.‘ 
In general the scheme of government is 
the same as that by which the A. F. of 
L. has for many years controlled the 
city federations. But the outcome has 
been quite different. The national 
unions composing the A. F. of L. wished 
to deprive the city federations of power 
and to make them almost entirely 
political and propagandist bodies. 
This it has successfully accomplished. 
They are not allowed to interfere in any 
of the processes by which the national 
unions enforce their program on em- 
ployers, except the boycott, and here 
they are strictly controlled. The na- 
tional building-trades unions, on the 
other hand, use the councils as their 
most important agency of enforce- 
ment. The constitution of the Depart- 
ment provides that “no local council 
shall enter into an agreement . . . that 
provides for compulsory arbitration 
of disputes . . . or that requires mem- 
bers of affiliated unions to work with 
non-union men or forbids the sympa- 
thetic strike... ” 

It is in this particular political 
environment that the Department has 
wrestled with the problem of jurisdic- 





* For a detailed study of the activities of the Build- 
ing Trades Department, see Helbing, The Departments 
of the American Federation of Labor, pp. 13-40. 


tional disputes. By elaborate ma. 
chinery of negotiation, conciliation, 
arbitration, and the rendering of deci. 
sions by the Department it has defined 
the lines of demarcation between unions 
In 1919, the Department was instry. 
mental in setting up the National 
Board of Jurisdictional Awards. The 
decisions of this Board, made up of 
representatives of the Department and 
of several organizations of building. 
trades employers, were to form a code 
of demarcation. In 1927, the Depart 
ment withdrew from the Board, which 
then ceased to exist. Now in 1931 
another Board is being formed. Cer. 
tainly there can be no complaint that 
all possible agencies for the peaceful 
settlement of such disputes have not 
been tried. But adjudication has not 
been sufficient; two of the most impor- 
tant national unions refused to abide 
by the decisions. The ultimate reason 
for the continuance of jurisdictional 
warfare in the building trades is the 
inability to enforce the awards, and 
this again is due to the important place 
of the local councils in the organization 
of the building trades. 

To be sure, if all the national unions 
in the building trades were agreed that 
jurisdictional disputes must be abolished 
at all costs, the local councils could be 
made the effective instruments in carry- 
ing out this purpose. When they are 
not in such agreement, the local council 
becomes the instrument through which 
the war goes on. A local union of 
a dissatisfied national trade union may 
hold an important place in a_ local 
council; it usually has a certain amount 
of political union affiliations. The 
award under one pretence or another 
will be violated. The local council 
becomes the agency of guerilla warfare 
and the fight goes on; or a schism occurs 
in the council. 
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the local unions in the building 


ma- 
intice ades were dependent on their national 
f deci. dies and not on the councils, demar- 
efined -ation disputes would soon be settled as 
Inions ey are in other trades. ‘There would 
instru. e a struggle for a time, but the issue 
ational W quickly be reached. In any 
The narticular demarcation controversy, one 
up of ynion or another almost always holds 
it and strategic advantage. The defeated 
Iding. national union after a brief struggle 
1 code would agree that it was wiser to give up 
epart- to prolong a useless struggle. 
whic! is the history of such disputes in 
1931 ther industries. But in the building 
Cer- trades, with the local councils as they 
th: the natural strategic advantage 
icefi vershadowed by the political align- 
> not nents differing from locality to locality. 
$ not The most celebrated dispute in the 
1por ling trades has been the “ metal- 
ibid and trim” controversy between 
ason carpenters and the sheet-metal 
iona workers. The history of this con- 
the roversy will illustrate the difficulties 
and countered in settling such disputes. 
lace In 1922, the carpenters withdrew from 
tion the Department because of their dis- 
satisfaction with the decision of the 

ions Board to give metal trim largely to 
tha heet-metal workers. A prolonged 
hed truggle followed. ‘The carpenters are 
| be large union, and in almost every place 
rr heir aid is worth having in the mainte- 


nce of the joint-closed shop by the 
lding trades. Dual councils were 
ic! rganized in some places where the 
arpenters were excluded from the local 


1a) incils. Ultimately the carpenters 
cal reentered the Department, but only 
Int aiter the Department had withdrawn 
‘he ‘rom the Board of Jurisdictional Awards. 


Obviously, one solution is possible. 
lf at any given time all the unions in the 
re ilding trades except one or two were 
3 letermined to enforce decisions on the 
alcitrant unions, they would have in 
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their hands large powers. The brick- 
layers proposed, in 1924, that where 
local unions of national unions are 
“‘pursuing policies in their affiliations 
with Local and State Building-trades 
Councils which are contrary to and in 
open defiance of the Building-trades 
Department’s laws, rules, regulations 
and decisions, they be ordered by their 
national officers to obey alllaws . . . of 
the Building-trades Department and be 
ordered to withdraw their affiliation 
from any organization so acting in defi- 
ance of the Building-trades Depart- 
ment.” This resolution was adopted, 
but it was not effective. The difficulty 
in carrying through such a plan is two- 
fold. In the first place, the national 
unions find it almost impossible to con- 
trol local unions against their own 
interests. Secondly, really to wage war 
against an offending national union in- 
volves such a breach in the theory of 
the sovereignty of the national union 
that it would not be countenanced by 
the American Federation of Labor. 
Both classes of difficulties appeared in 
the historic carpenters’ dispute. The 
national unions found it more expedi- 
tious to temporize with local unions in 
sympathy with the carpenters. In 
1923, the Building-trades Department 
asked for the expulsion of the car- 
penters from the A. F. of L. The re- 
quest was refused. 

It is interesting that interruptions of 
work from building-trades’ jurisdic- 
tional disputes have been almost en- 
tirely prevented in two of the larger 
American cities—New York and San 
Francisco. In both cities this result 
has been accomplished by setting up 
arrangements for judicial settlement of 
such disputes and for appropriate means 
of enforcement. In New York the em- 
ployers and the local council acting 
jointly have found it possible to prevent 
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warfare from jurisdictional disputes. 
In San Francisco, for years, the build- 
ing-trades council enforced its deci- 
sions, and latterly the employers’ 
association has been equally successful. 
It is almost inconceivable that the na- 
tional unions will be willing to turn over 
the settlement of such disputes to local 
bodies, and, even if they did so, it is 
extremely doubtful whether many of 
the local councils would adopt policies 
so effective as those used in New York 
and San Francisco. 

The problem of preventing interrup- 
tions of work from jurisdictional dis- 
putes in the building trades is then 
essentially a political problem. The 
real difficulty lies in securing the “ will”’ 
to prevent. It must be borne in mind 
that, at the outset at any rate, the 
building trades would be torn by dis- 
sension. It is certain that some power- 
ful union will feel so greatly aggrieved 
at some decision that it will attempt 
to block its enforcement. Undoubt- 
edly, if all the other national unions 
were so firmly convinced of the desira- 
bility of enforcement and if they were 
supported by the American Federation 
of Labor, the decisions could be en- 
forced. But that would mean the out- 
lawing of the disobedient union, the 
formation of dual unions or working 
with non-union men. Naturally this 
would mean for a time conflict on a 
large scale. The objections from the 
trade-union point of view to this pro- 
cedure are obvious. In the first place, 
it violates the prevailing political theory 
on which the Federation of Labor is 
founded—the sovereignty of the na- 
tional union. In the second place, the 
war which would result would shake the 
building-trades unions to their founda- 
tions and would greatly weaken, tempo- 
rarily at least, their ability successfully 
to face the strength of the employers. 
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Summary 


Jurisdictional disputes have thei; 
origin in two sets of causes—politica| 
and economic. The political disputes 
have grown largely out of the theory of 
sovereignty held by the American trade 
unions; and as that theory has beep 
more and more thoroughly established 
by the united strength of American 
trade unionism, such disputes tend to 
grow fewer and may be expected ulti- 
mately to disappear. Another form of 
political dispute, which is occasioned 
by the enlargement of powers of one 
union over the entire domain of another 
union, causes ordinarily few interrup- 
tions of work and is not a matter of 
serious importance. The really impor- 
tant economic losses are in the dis- 
putes among the building-trades unions. 
These disputes are caused by the con- 
flict between two trades, both of which have 
desire to include within their trade BP State: 
boundaries certain forms of work. The to 
occasion for these altercations is the 
desire to increase the amount of work 
available to the workmen concerned. 
These disputes, which are very expen- 
sive to society, will continue either 
until the amalgamations among the 
unions have decreased the contentious 
frontiers or until some method has been 
devised by which such disputes may be 
effectively decided. The difficulty in 
building up arrangements for enforce- 
ment is greatly increased by the division 
of power between the national unions 
in these trades and the local building- 
trades councils. The “will” to en- 
force in the national unions has not 
been present because of the dearly 
held principle of sovereignty and be- 
cause of the enormous costs to the 
trade-union world of the battle which 
would ensue. 
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t be denied that public 
occupy a place of first 
rtance in the modern eco- 
tructure. 
very conception underlying 
their exploitative activities and 
ntrol to which they have been 
1 vary from country to country. 
hatever the inevitable differences 
after all, frequently concern 
much more than the sub- 
it may be interesting to under- 
mparative study of them and 
larly to disclose the manner in 
ey operate under the French 


w of certain peculiarities of the 
al system in France which do not 
heir equivalent in the United 
we shall confine ourselves solely 
ral principles. It for this 
that the reader should expect 

ver here not a complete and 
d explanation of the whole prob- 
rather a general point of view. 
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Regulation and Business Freedom 


sential difference separating 
itilities from private enterprises, 
throughout to the fact which 
racterized their activity, is that 
enterprises are socially free in 
nse that public authority does 
tervene in order to regulate them. 
take must not be made, how- 
misunderstanding the meaning 
edom” as applied to private 
In effect, if we leave the 
idealistic philosophical specula- 
nd enter the domain of practical 
we ascertain that, except for 
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PUBLIC UTILITIES IN FRANCE 
By PIERRE JOLLY 


diverse gradations more or less pro- 
nounced according to their extent, the 
principle of freedom of commerce and 
industry, declared with such emphasis 
during the “heroic” epoch of the 
French Revolution, nevertheless has 
been subjected to notable restrictions 
in all countries. Mirabeau had good 
reason to declare, in 1789, on the day 
following the famous proclamation de- 
fining the rights of men and of citizens: 
““We have erected the statue of Liberty 
and now there remains nothing further 
for us to do but to veil it (la votler)!”’ 

It becomes apparent that such rights 
as private enterprises may have are 
doubly limited, not only by the exercise 
of analogous rights which pertain to 
other enterprises, but also and espe- 
cially by the fact that they are sub- 
jected to the control of the supreme 
civil authority, the guardian of that 
which has come to be called by con- 
vention “‘the public order” (ordre pub- 
lic). Whatis this “public order”? It 
is indeed difficult to give the term a 
precise definition inasmuch as it is 
essentially relative to time and place. 
It is restrictive or extensive according 
to the occasion and the circumstances. 
Its boundaries are never fixed, nor has 
there ever been a ‘“‘final edition” of 
its meaning. It is a changing term, 
retreating or advancing in a given 
country at a given time according to 
the doctrines professed by those who 
govern. 

Nothing then is more relative than 
If one 


im- 


the term ‘‘the public order.” 
admits what ‘“‘the public order” 
plies in a general manner, namely, 
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security, tranquillity, morality and pub- 
lic health, it nevertheless remains true 
that each of these elements into which 
the term has been analyzed is essentially 
a function of the conception which is 
held by those who desire to assure 
themselves of its maintenance. The 
statue of Liberty of which Mirabeau 
spoke is more or less cloaked according 
to the climate. In Russia, a country 
of excessively severe winters—it is 
perhaps in this fact that the secret 
reason for Bolshevism resides!—free- 
dom of commerce and industry is 
almost completely sheltered from the 
inclemencies of the weather! But, 
without following such excessive in- 
vestiture, it is not seldom that other 
countries, though they appear to enjoy 
in whole or in part a climate which is 
most favorable, veil their statue of 
Liberty also—at one time or another 
and ina more or less complete manner— 
be it in prohibiting or only in regulating 
the exercise of certain commercial and 
industrial activities. 

In reality, in any country freedom of 
commerce and of industry does not 
exist for the absolute state; and even if 
each person has in principle the right 
to exercise his profession or his trade as 
he thinks best, it is with the reservation 
that he shall not violate the prescrip- 
tions of the “public order.” Now, we 
repeat, no notion is more relative to the 
time and to the place than is this notion 
of “public order.” Industrial or com- 
mercial enterprises, considered today 
as presenting none of the characteristics 
of public utilities, tomorrow, perhaps, 
will be prohibited or regulated by law in 
accordance with new considerations of 
“public order.”’ One has seen the 
United States prohibit the manufacture 
and sale of alcoholic beverages and 
liquors; one has seen France prohibit 
the manufacture of matches or again 
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the exploitation of telephones, regy|,y. 
ing very strictly the culture of tobacc, 
etc! One may object that, in the cas 
of France, the measures with which ;; 
has concerned itself have been taken fo; 
the purpose of securing a profit to th. 
State and have a distinctly fiscal charac. 
ter, but it is evident that all these ep. 
actments for restraining the freedom of 
commerce and industry in any giver 
country are after all a function of th 
“public order” as it is conceived at the 
moment. 
The economists object that the rez. 
sons prompting governments to regu- 
late “‘public utilities” are excellent 
ones. We do not doubt this. The 
reasons are true in all climates (sou; 
toutes les latitudes). Regulations are 
imposed because “‘public utilities” es. 
tablish monopolies, because they ut- 
lize natural resources (water-power of 
streams and of tides, etc.), and because 
they constitute vital enterprises, indis- 
pensable to the functioning of al! 
services. Certainly, all these reasons 
are excellent ones. One could discover 
many others, besides, susceptible of 
satisfying the most exacting economists. 
The point we wish to stress is that the 
determination of enterprises included 
within the category of “‘ public utilities” 
varies according to the time and the Th 
circumstances and that in the last of vi 
analysis, with all due respect to the becor 
economists, this determination depends on tl 
every bit as much on political considera- gard 
tions as on economic factors. In bring- numl 
ing to a close these preliminary cially 
considerations, we may be permitted exple 
to observe with emphasis that, for and i 
these various reasons, governments In 
ought not to interfere in such matters tems 
except with the greatest circumspection. In 
Let us be clearly understood. We nam 
do not say that the regulation of public He 
utilities is always bad in itself. We “and 
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egula solely that a restriction in 
obacc of the freedom of commerce 
he case industry which provides the 
rhich oth of our civilization—however 
ken { ich the restriction may be mitigated 
tot its applications—had better be em- 
har ved knowingly and with circumspec- 
ESE € One ought never to lose sight of 
dom e fact that the list of public utilities 
given t fixed once for all. The political 
of th rendencies of governments incline to- 
at tl ward encouraging this list to increase, 
and this is the important point— 
sha her one desires it or not, public 
regu ities have a tendency to become, by 
ellen ie of certain circumstances, an 
The idoortosocialism. In other words, 
\Jou often prepares the way for 
_ lirect political management. It might 
& bjected, perhaps, that it becomes 
ut isely the business of interested 
“a rprises to avoid those excesses 
re which are apt to incite governments to 
ndis. te or to accentuate measures of 
- ntrol. It is possible that excesses 
son orth reactions and it is easier to 
“— g against the former than the 
. @ especially when they are more 
ae f political origin. 
the 
ded Systems of Exploitation of Public 
ies” Utilities 
the which justifies, from our point 
last ew, the prudence of which it 
un mes proper to give proof and which, 
nes n their part perhaps, our readers re- 
ial gard as excessive, is the fact that in a 
ng- number of countries, in France espe- 
my y, public utilities are operated and 
bed exploited for the benefit of the State 
for and its subdivisions. ! 
at In France there exist in effect two sys- 
ms of exploitation of public utilities. 
4 In the one system, known by the 
Ve name of “administration” (régie), the 
? srreaives it this paper “the State” implies 
4 itS SUDCIVISIONS. 
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State engages in the operations and 
exploitations. 

In the other system, on the contrary, 
the public utilities are private enter- 
prises subjected to a certain control 
on the part of the State. 

At the risk of becoming involved in 
socialism—and it is much easier to get 
into it than to extricate oneself from 
it!—it is necessary to admit that in a 
healthy national economy the exploita- 
tion of an enterprise by the State is not 
legitimate unless it presents an ex- 
ceptional character or in case there is a 
manifest exhaustion or inadequacy of 
private initiative. 

Such is the rule which permits the 
setting of a rational limit to the intru- 
sion of public forces into domains alien 
to their essential functions; for, as it 
seems to us, the normal attributes 
of the State are not those pertaining to 
commerce or industry. 

How explain, nevertheless, that in 
France in particular, unless the ex- 
ample be unique, a considerable number 
of public utilities are being exploited 
by the State? 

The principal reason has been held 
to be that of conserving the public 
order. This statement is not inexact, 
but it requires further explanation. 
Unquestionably in all the countries 
of the world the influence of socialistic 
doctrines is quite frequently the sole 
and unique reason for the exploitation 
of public utilities by the State. This 
does not imply that, wherever public 
utilities are exploited by the State, 
governments have been necessarily thor- 
oughly saturated with socialism. Be- 
sides pure socialism, professed by the 
diverse internationales, there are other 
doctrines which, although less excessive, 
are no less favorable to as much of an 
extension as possible of the economic 
attributes of the State. There are 
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indeed—one would be able to cite 
present and past illustrative examples 
in Europe—governments which, while 
professing doctrines completely at vari- 
ance with socialism, show themselves 
to be partisans, for tactical reasons 
easily comprehended by politicians, of 
exploitation by the State of the greater 
part if not the whole of public utilities. 
The influence of socialistic doctrines 
which we have just mentioned ought 
then to be understood variously as a 
direct or indirect influence, open or 
occult, disguised or apparent, even in- 
deed paradoxically as a manoeuvre of its 
adversaries. Independently of these 
considerations, it would be well also 
to disclose by a simple and objective 
verification that in all democracies gov- 
ernments have a greater or less tendency 
to yield to the desire of augmenting 
the number of their agents, in order 
to extend their influence among the 
greatest number of voters. 

The political arguments advanced 
in favor of the exploitation of public 
utilities by the State are of all kinds 
and qualities. Some of them are of a 
serious nature, but some exhibit singu- 
lar naiveté. It is urged that public 
utilities exercise a service which is 
sufficiently disinterested to render the 
State and its subdivisions, and these 
alone, capable of exercising it. Again, 
it is said, in a way which tends to 
exhibit the extremes of the theory, 
that public utilities in such a system 
ought not to have any other purpose 
than to effect the most complete satis- 
faction of public needs and to do this 
under conditions most advantageous 
to the public. The question of produc- 
tion does not arise or it is regarded 
solely as a difficulty which looms up 
merely in the background. It is not a 
matter of concern that the enterprise 
show a deficit, if the wants of the public 
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be satisfied. Opposed to this theory 
but having a flavor more of dema- 
goguery than of reality, is one which holds 
that well-directed and well-exploited 
public utilities, in addition to giving 
full satisfaction to the public, should 
be an important source of revenue 
which ought preferably to enter the 
coffers of the State rather than to 
enrich the shareholders. It still re. 
mains to be discovered whether the 
State is capable of being a guod indus- 
trial manager or merchant. But that 
is not the question; the least one is 
able to say is that the proponents of this 
theory nourish in this respect certain 
illusions which unfortunately are deeply 
rooted. 
Other reasons are advanced in favor 

of the exploitation of public utilities 
by the State which it may perhaps not 
be useless to recall here. 
Public utilities, it is held, constitute 
vital enterprises indispensable to the ee: 
internal security and public defense of a 
country. It becomes necessary then 
that the State should constantly be 
assured of their satisfactory function- 
ing, whence the necessity, according to 
this view, of their exploitation by the 
State itself. 
Another argument, frequently of- 
fered, consists also in emphasizing that 
the exploitation of a public utility often, 
or even always, exhibits the character 
of a real monopoly, in the disposition 
and management of waterfalls, rail- 
roads, tramways, telegraph and tele- 
phone service, and in the distribution 
of water, gas, and electricity. Now, in 
place of conferring upon a private 
enterprise the benefit of such a monop- 
oly, it is more normal, one says, to 
confer this power upon the State. 
The remark is also added that often 
public utilities cannot function prop- 
erly apart from the ability to utilize the rn 
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this right for the profit of 
nterprises? Finally, and a 
many public utilities 
y private enterprise do not 
pt by virtue of the subven- 
1arantees of interest which are 
them by the State. Would 
far simpler for the State to 
and operate for its own 
se enterprises which would 

ise show a deficit? 
y be excused for having in- 
presenting all these points. 
ive yielded to the desire, it is 
because the diverse arguments 
in favor of the system of 
ition (régie) interest a particu- 
try but also because they have 

national aspect. 

nce the system of administra- 
e) has varied during the last 
Originally the State fur- 
the capital, assuring operation 
proper means and against risks 
rils. Public utilities thus oper- 
1 not enjoy any financial auton- 
Following the War, a campaign, 
nost violent, was waged against 
stem of regulation—justly, ac- 
g to some, and unjustly, accord- 
others—which effected a result 
is indifferent, if it is not even 
The correctives were then in- 
rated. It is thus that some have 
ed to substitute for a system 
we have come to envisage and 
is known under the name of 
ple regulation” (régie simple), an- 
system: namely, that of “‘inter- 
regulation” (régie intéressée). 
ther case the State or the commune 
ifter the accounting of the enter- 
, furnishes the capital and assumes 
k of the business, but operation 
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organization of 
various 


is assumed by an 
private interests, employing 
methods for the success of the enter- 
prise. A similar attempt to perfect 
regulation has been made by conferring 
autonomy on public utilities following 
this procedure. For example, the ex- 
ploitation of the distribution of electric 
energy under the regulation of a com- 
mune enjoys budgetary autonomy, it 
being naturally understood that all 
profits or deficits of exploitation are 
carried on the budget of the commune 
as receipts or expenditures. 

The other system employed in France 
for the exploitation of public utilities 
is that of the “‘concession.” By this 
procedure, the State, instead of operat- 
ing an enterprise directly, establishes 
a private enterprise for assuming the 
risks and dangers. All the conditions 
relating to the creation and develop- 
ment of the enterprise are precisely 
specified in a cahier des charges and in 
conventions signed by the grantor and 
by the concessionaires. 

The specifications and conventions 
contain clauses safeguarding the public, 
the State and the personnel of the 
enterprise. If the subject-matter in- 
volves a railway concession, for ex- 
ample, the conditions imposed for the 
safeguarding of the public consist in 
the fixing of rates and of the minimum 
number of trains in each category and 
on each line. 

The conventions anticipate also that 
a part of the profits shall return to the 
State, limit the duration of the conces- 
sion and regulate the conditions under 
which the enterprise shall be returned 
to the State at the end of the concession. 
Finally, they stipulate quite frequently 
the right of the State to repurchase the 
concession on terms agreeable to both 
parties. 

Furthermore, not infrequently the 
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concession contracts of public utilities 
contain certain measures governing the 
personnel, such as minimum wages, 
pensions, etc. 

These are the general characteristics 
of a concession contract for public 
utilities which naturally permit, how- 
ever, of a number of variations. For 
example, in the case of concession 
contracts with the railways in France, 
the State furnished the companies with a 
part of the capital at the very start and 
guaranteed a minimum of interest to 
the bondholders and a minimum return 
to the shareholders. 


Certain Examples of Public Utilities in 
France: the Railroads 


At first, all the railway systems were 
exploited by private companies, to the 
number of twenty-eight. Then, in 
1852, the State effected their mergers 
into six large companies: /e Nord, I’ Est, 
Ouest, le Midi, Orléans (P. O.) and 
le Paris-Lyons-Méditerranée (P. L. M.). 

About 18g0, violent criticisms were 
addressed to Parliament, against the 
large companies, by politicians who 
recommended the purchase and devel- 
opment, by the State, of all the French 
railways. ‘These criticisms resulted fi- 
nally, in 1908, in the purchase by the 
State of the system of the Compagnie 
de ’ Ouest. 

Actually the railways of France are 
operated by five concessionary com- 
panies—Nord, Est, Midi, P. O., and 
P. L. M.—and by the State. Since 
the War, the State has operated the 
railway system of Alsace-Lorraine, in 
addition to that of ’Ouest. 

Without entering into the compli- 
cated details of the relations between 
these companies and the State, it may 
be noted that in the French system the 
companies are concessionaires and not 
proprietors of theirsystems. The State 


exercises a triple control over them. 
technical, commercial and financial 
and even possesses the right of te. 
capture of the concessions. 

State control is exercised by the 
Minister of Public Works, who does 
not, however, make his final decisions 
until he has met with the “Superior 
Council on Railways.” Thisisa group 
of men consisting of delegates from the 
various railway systems and of repre. 
sentatives of the larger branches of 
national activity: chambers of com- 
merce, navigation companies, trave! 
associations, etc. The Superior Counci! 
on Railways is called upon to examine 
questions of interest common to all the 
systems regarding technical, adminis- 
trative, financial or commercial mat- 
ters. It gives particular attention to 
concessions for new lines, programs of 
works, of electrification and of purchas- 
ing of materials and standardization 
of materials, as well as to questions 
relating to the by-laws governing per- 
sonnel. This Council also considers 
problems involving rate-schedules, 
their application, and their revision and 
modification,'reservation being made for 
definitive approbation by Parliament. 

There is also another committee 
called “Consulting Committee on the 
Technical and Commercial Develop- 
ment of Railways.”’ This is composed 
of members of Parliament, officials, 
delegates of chambers of commerce 
and diverse professional groups. ‘This 
committee is charged principally with 
the preliminary study of all questions 
which are to be reviewed by the 
Superior Council. 

A “Directorship General of Rail- 
ways” which functions under the juris- 
diction of the Minister of Public Works 
has for its essential purpose the exercis- 
ing of a technical, commercial and 
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s.ancial control over the railroads in 
-he name of the Minister. 
Thus the control exercised over the 
-ilways is very strict, whether they are 
erated by private companies or by 
» State. The Minister of Public 
Works supervises the execution of new 
works and of maintenance, the operat- 
¢ and working of signals and safety 
.ppliances, the routing and composition 
f trains, etc. He studies the rate- 
schedules and all economic questions 
oertaining thereto. It is he also who 
supervises the application of all legisla- 
tive provisions regarding hours of labor, 
-alth and safety of employees. Fi- 
ly, from the financial standpoint, he 
a rigorous control on the basis 
f conventions drawn up between the 
and the railway companies. 
[here exists, in effect, between these 
companies and the State an intimate 
financial association owing to the fact 
that all the companies have benefited, 
ince the very origin of the railways in 
France, by appreciable financial assis- 
tance from the State. 
It is important throughout to remem- 
ber that in the French system the 
ncessionary companies have been 
subjected to very strict obligations 
which result in the fact that they 
enjoy very little initiative. Very heavy 
harges have been imposed upon them, 
not only concerning the regulation of 
hours of work but also regarding pen- 
ions for their employees. In reality 
there is no difference between the 
personnel of the State railway system, 
ior example, and that of the private 
mpanies. With respect to their oper- 
ation and the formulation of tariff 
shedules, all the roads are identical. 
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Telephones 


(he operation of telephones stirred 
a tremendous controversy at the 
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close of the 19th Century, and there 
remains even today in France the 
question as to the administration of 
this utility. 

After the telephone made its appear- 
ance in 1876, the question was raised 
whether there would be a telephone 
monopoly like those of the post-office 
and the telegraph. 

The State, having calculated that it 
would not be able to engage in opera- 
tions, the development of which was 
then not predictable, in 1879 authorized 
three companies to construct telephone 
systems. They amalgamated and in 
1880 became the Société générale des 
Telephones. 

The State, on its part, also erected 
certain telephone systems. Encour- 
aged by these political bids for business, 
Parliament decided in 1889 to purchase 
the system of the Société générale des 
Téléphones. For what purpose? The 
principal reason, naturally, was asserted 
to be the better safeguarding of the 
public interest by virtue of regulated 
operations. On such grounds the 
Société générale des Téléphones was 
reproached for not having given ade- 
quate telephone service to certain large 
towns and with having systematically 
neglected the less important centers. 
Be that as it may, it would appear now 
that such occurrences have become 
flarebacks, that the real motive for 
purchasing was to make the State a 
participant in the revenues which 
were to result from the operation of the 
telephone. It was the exhibition of a 
belief in the industrial and commercial 
capacities of the State, and the experi- 
ence ought to demonstrate that this 
hope has not merited the confidence 
placed in it. 

This form of administration soon 
revealed itself to be defective, and a 
number of crises arose—in 1905, 1908, 
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1909 and in 1911—while the War still 
more aggravated the situation. 

The evil from which the exploitation 
of the telephone suffered was the lack 
of money, for many years the inade- 
quate credits granted by Parliament 
never having permitted either the prep- 
aration of a concerted program or the 
assurance of modern and new equip- 
ment. ‘There is only one remedy: to 
give to the public telephone service an 
autonomy to free it from the financial 
guardianship of the State, which is in- 
compatible with good industrial manage- 
ment, and to permit it freely to borrow 
money. 

There are three possible alternatives: 
complete autonomy, a system of budg- 
etary schedule (le system du budget 
annexe), and finally a mixed system 
endowing the telephone service with a 
budgetary system but assuring it a 
considerable degree of financial inde- 
pendence. It is the last system which 
has been definitively adopted. 

Truth obliges us to confess that in 
spite ‘of this reform, the financial 
results always show a deficit. 


The Distribution of Electric Energy 


Most of the systems of distribution 
of electric energy have been handed 
over by the State to the communes. 

The concessions are “simple” or 
“avowedly for public use” (déclarées 
d’utilité publique). The latter type of 
concession confers upon the concession- 
aires a certain number of prerogatives, 
especially the right to place parts of the 
distributing system on private property 
and even, if necessary, to dispossess 
property holders of real estate in con- 
sideration of an indemnity. 

Whether the concession be “‘simple”’ 
or “‘for a public use,” the sale of electric 
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current is subject to a maximum sched. 
ule which is otherwise amenable t 
revision. ‘The management and opera. 
tion of the concession are subject to 
very strict prescriptions. During the 
War, there arose a number of dif. 
ficulties which very much emphasized. 
in our opinion, the characteristics 
of the concession contract as inter. 
preted under French law. It was 
admitted that the concessionaires did 
not have the right to interrupt the 
service but that they ought, on the 
contrary, to assure its continuity, even 
if as the result of circumstances the 
operations should entail a deficit; this 
was to be done subject to the obtain- 
ing of indemnities in a case where the 
supplementary expenses of operation 
exceeded a sum which could reasonably 
be anticipated from the terms of the 
contract. 

Most of the older systems of distrib- 
uting electric energy—so also the 
hydroelectric systems—have been de- 
veloped by private companies under 
the concession form of control (le régime 
de la concession). With the exception 
of Alsace-Lorraine there are few cases 
of operation under the system of regula- 
tion (exploitations en régie). The pecu- 
liar situation of Alsace-Lorraine is 
explained by taking into account the 
fact that in Germany the operation of 
public utilities by communes is quite 
general. 

We could multiply the examples 
quite easily, public utilities being 
operated in France under a great 
variety of forms. We ought likewise 
to complete this study by indicating 
certain types of financial management. 
In reality, however, we have desired 
to confine ourselves to an exposition 
of the general management of operating 
systems. 
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By J. M. H 


TITHIN a little more than ten 
ears radio broadcasting has 
leveloped from an interesting 
nt toa greatindustry. It has 
not only a source of entertain- 
nd instruction for millions of 

it also a source of income for 
ting organizations. Its devel- 

t was haphazard, more rapid and 
some sections than in others. 

s of interference arose and the 

‘or regulation became universally 
ited. When Congress took up 
ter, however, it found that not 
re there problems of interference 
lved, but there was also the 

of satisfying the demands of 
erved sections for equal shares 
limited number of broadcasting 
Congress, accordingly, in 
tructed the Radio Commission, 

it created, to bring about an 
ration of broadcasting facilities 
ut the United States. Later, 

28, in response to repeated com- 
that certain sections were being 
a fair share of facilities, Congress 

ed the basic law and prescribed 

‘efinite formula for the distribution of 

facilities. This amendment, the 

ed “Davis Amendment,” was 

ved March 28, 1928. 


0 


Origin of the Problem 


inequalities which the Davis 

iment was designed to remove 

ed from the rapid and undirected 

th of broadcasting in the United 

The pioneer broadcasting by 
417 
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station KDKA, of the Westinghouse 
Company, early aroused public interest 
in radio reception and soon there 
developed a considerable demand for 
tubes and. receiving sets. With 
increase in the number of listeners 
came an equally rapid increase in the 
number of broadcasting stations to 
meet the demand for more programs. 
By 1923, there were several hundred 
stations in operation; and in November, 
1925, the number had increased to 578. 
At first there was only one frequency— 
later two frequencies—to which all 
stations were assigned, but eventually 
all go frequencies of the broadcast band 
were used, 11 of them shared with 
Canada. The number of stations was 
so great, however, that the only way 
in which they could be accommo- 
dated at all was by imposing limited 
power and divisions of time on many 
stations. 

The Secretary of Commerce, under 
whose supervision the licensing of broad- 
casting stations had been placed, pre- 
vented much interference that would 
have resulted from unregulated broad- 
casting by assigning frequencies, hours 
of operation, and power to applicants 
for licenses. His power to do this 
came from an interpretation of the 
Radio Act of 1912, given by the Court 
of Appeals of the District of Columbia. 
In 1923, a concern known as the I[nter- 
city Radio Company had asked for a 
license and had been refused. The 
company brought suit for mandamus 
against the Secretary of Commerce, and 
the Court held that he had no power to 
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refuse a license. The Court did hold, 
however, that the Secretary had dis- 
cretion as to the assignment of fre- 
quencies, hours of operation, and 
power. 

In 1926, came the breakdown of 
the radio law. Early in that year a 
Chicago station, with call letters WJ AZ, 
owned by the Zenith Radio Corpora- 
tion, which had received an assignment 
of two hours every Thursday evening 
on the same channel as a station in 
Denver, instead of accepting this as- 
signment started operating full time 
without authority on a channel allotted 
exclusively to Canada. The Federal 
Government prosecuted the station 
under Section 1 of the Radio Act of 
1912, which forbade radio communica- 
tion except under and in accordance 
with a license issued by the Secretary 
of Commerce. Judge Wilkerson of 
Chicago, in deciding the case in favor 
of the company, held that prosecution 
was wrongly brought under Section I 
and intimated that perhaps the law 
itself was unconstitutional in not impos- 
ing on the Secretary some standard to 
guide his discretion. 

The popular interpretation of the 
effect of this decision was that the 
Secretary of Commerce did not have 
the power he had assumed to restrict 
the frequency, the hours of operation, 
and the power of broadcasting stations; 
that he was compelled to grant licenses 
to applicants; and that after a station 
had procured a license it could do about 
as it pleased. This interpretation was 
supported by an opinion to that effect 
rendered by the Attorney General of 
the United States on July 8, 1926. 
Accordingly, the next day, the Secre- 
tary of Commerce published an 
announcement virtually abandoning 
control of broadcasting, except for 
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registry of stations. In this absence of 
regulation new broadcasting stations 
in great number were established; the 
value of radio advertising having been 
demonstrated, many concerns desired 
to establish stations of their own or 
were willing to pay others for broad- 
cast time. Significantly, from the 
standpoint of the distribution of broad- 
casting facilities, the stations were 
established without regard to geograph- 
ical distribution. Some sections had 
many more stations than others, the 
South and far West especially being 
under-served. 

The Secretary of Commerce urged 
the stations to impose obligations upon 
themselves in order to avoid inter- 
ference with other stations, but the 
appeal had little effect. From June 
30, 1926, to June 30, 1927, the number 
of stations increased from 528 to 604, 
the new stations coming into an already 
overcrowded broadcast band, with all 
grades of power and on any chosen 
channels. Existing stations not satis- 
fied with their assignments changed to 
new frequencies or increased their power 
or hours of operation, thus creating a 
situation in which good reception was 
impossible in most sections of the 
country. 


The Federal Radio Commission 


Into this chaos came the Federal 
Radio Commission, a body created by 
the Radio Act of 1927, with sweeping 
powers. The members of Congress, 
realizing fully that drastic action was 
necessary to remove the evils that were 
rapidly destroying broadcasting service, 
gave the Commission authority to grant 
licenses or deny them as the public 
interest would best be served and to 
assign frequencies, power and time of 
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oeration in the manner it should deem 
ecessary in order to avoid objection- 
interference. Congress also in- 
ted the Commission, in so far as 
ble, to remove the inequalities 
the geographical distribution of 
roadcasting facilities, which had arisen 
jue to the facts that the Secretary of 
Commerce had been compelled to grant 
; to all qualified applicants and 
t more applications had come from 
rtain sections than from others. Sec- 
g of the Act provided that “in 
nsidering applications for licenses and 
renewals of licenses, when and in so far 
1s there is a demand for the same, the 
nsing authority shall make such a 
tribution of licenses, bands of fre- 
icy or wavelengths, periods of time 
peration, and of power among the 
rent states and communities as 
give fair, efficient, and equitable 
radio service to each of the same.” 
During the first year the Commission 
was concerned mostly with problems 
f internal organization, the protection 
broadcasters from unlicensed broad- 
ing, and the determination of the 
st scientific opinion concerning a 
plete reallocation of facilities. In 
June, 1927, a new allocation of certain 
frequencies was made which eliminated 
‘rtain amount of interference, espe- 
y in ‘metropolitan areas where 
per kilocycle separation of assigned 
trequencies eliminated much cross-talk. 
Nothing was done, however, with the 


underlying problem of inequitable dis- 


ution. If the Commission had seen 
t to apply the provisions of Section 9 
m the beginning, a more equitable 
tribution might have been brought 
ut. The Commission could have 
‘ranted licenses to new applicants 
m sections then under-served; it 
ild have reallocated frequencies and 
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power with a view to more equitable 
distribution; and it could have denied 
licenses to all those stations which 
did not clearly demonstrate the right 
to exist, thereby relieving congestion 
and making way for new stations in 
under-served sections. But the Com- 
mission was not ready to adopt such 
policies. Its life was uncertain (it being 
created for one year only), and opinions 
differed widely as to the best manner 
of solving the broadcasting problems. 
It undertook to leave the existing 
stations on the “air” and concerned 
itself with the problem of eliminating 
as much interference as possible. How- 
ever, the under-served sections raised 
so many complaints of discrimination 
that, in 1928, Congress amended the 
law and specifically required that the 
Commission effect an equitable dis- 
tribution of broadcasting facilities. 


The Davis Amendment 


The Davis Amendment required that 
the Commission “shall as nearly as 
possible make and maintain an equal 
allocation of broadcasting licenses, of 
bands of frequency or wavelengths, of 
periods of time for operation, and of 
station power” to each of the five 
zones which were established by the 
Radio Act of 1927, and “‘shall make a 
fair and equitable allocation of licenses, 
wavelengths, time of operation and 
station power to each of the States 

. within each zone, according to 
population.” The aim of this amend- 
ment was to provide equality of radio- 
broadcasting service, both of trans- 
mission and of reception, in all sections 
of the United States. 

But the problem which thus faced 
the Commission was one difficult of 
solution. The law had created five 
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zones with population and geographical 
area as follows:! 
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Population A 
Zones (1928 ( sages 1 
estimates) square miles) 
First zone..... 27,385,288 129,110 
Second zone...| 28,123,000 247,517 
Third zone... . 28,088,618 761,895 
Fourth zone...| 26,786,192 658,148 
Fifth zone..... 11,266,244 1,774,437 











These zones are not bounded in 
accordance with engineering theory. 
They are irregular in shape and vastly 
different in size. The fifth zone, com- 
prising the far-western states, has an 
area more than fourteen times that of 
the first zone, consisting of the New 
England States, New York, New Jersey, 
Delaware, Maryland, the District of 
Columbia, the Virgin Islands and Porto 
Rico. The distance problem in the 
fifth zone thus is quite different from 
that in the first zone. 

Various plans for the reallocation of 
broadcasting facilities were suggested 
to the Commission. A group of experts 
proposed the classification of the ninety 
broadcasting channels into three groups 
—*‘exclusive,” “regional,” and “local” 
—and the apportionment of these chan- 
nels equally to the five zones, and 
within each zone to the states as far as 
possible on the basis of population. 
Representatives of the broadcasters and 
the radio industry, while expressing 
sympathy with the ideals which the 
experts wished to attain, suggested a 
method of procedure which was cal- 
culated to bring about as few changes in 
existing allocations as were possible 
within the requirements of the law. 


Reduction of the Number of Stations 
The first problem which the Com- 





1Second Annual Report of the Federal Radio 
Commission, 1928, p. 12. 






















as mut 


mission had to solve was that of ascer. 
interfer 


taining approximately how many sta- 


tions were to remain in operation. At In as 
that time there were about 670 stations station: 
and it was felt generally that the “air” ence Nt 
was overcrowded. The majority of the tion: “ 
Commission believed that it hada man. | “Hete! 
date from Congress to reduce the num- itself 1 
ber of stations, especially in congested whistle 
sections; consequently, 164 of the less in the 
important stations were called before it, ductior 
by General Order No. 32, and hearings progra: 
held to determine whether or not the receptl 
broadcasting of these stations served These | 
the “‘public interest, convenience, and upon f 
necessity.”” As a result of the hearings and se 
81 stations escaped adverse action by of bro 
the Commission; 12 were substantially separa 
reduced in power; 4 were placed on freque: 
probation; and 5 were left on as the betwee 
result of consolidations with other sta- can be 
tions. All told, 62 stations were de- nating 
leted—4 through surrender of licenses, of sta 
26 through action by the Commission, pare 
and 32 through default. separa 
two, | 
The Reallocation of Facilities mem 
The second problem concerned a “ the 
reallocation of facilities in harmony inter 
with the intent and purpose of the much 
Davis Amendment. Several plans were —tha 
worked out in detail only to fail of a ee 
majority of the Commission, but even- mee 
tually a plan was devised which met at 45 
the approval of four members; the as 45¢ 
fifth, Commissioner Robinson, voted ee 
against it in the belief that the Amend- pagenie 
ment did not call for a drastic re- ; = 
allocation of facilities at once, but "i 
equalization through a gradual process. mae 
The new allocation was embodied in “2 
General Order No. 40 and was made 5 
effective November 11, 1928. In this Stat 
reallocation, however, the Commission - ; 
had in mind, in addition to the equaliza- ee 


tion of facilities, its purpose of reducing 
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ich as possible the amount of 


terference between stations. 


In assigning frequencies and power to 
tations two principal types of interfer- 
ist be taken into considera- 
“heterodyne” and “cross-talk.” 
interference manifests 
in the form of a disagreeable 
while “‘cross-talk”” appears 
he form of the simultaneous repro- 
n in the receiver of two or more 
ms in such a way as to render 
n of any one unsatisfactory. 
two forms of interference depend 
n four major factors: the sensitivity 
selectivity of receivers; the power 


of broadcasting stations; the mileage 


tion between stations; and the 


frequency, or wavelength, separation 


n stations. Such interference 
eliminated or reduced by elimi- 

g stations, by reducing the power 
tations, by increasing the mileage 
ation, by increasing the frequency 
ration between stations, or by any 
three, or four of these factors 


vorking together. 


One further fact to be considered 
the so-called ‘“‘nuisance”’ or 
rference” area of a station is 
greater than its “‘service” area 

hat is, a 1,000-watt station, which 
very good service over an area 

1 radius of 9 miles, good service 


at 45 miles, and fair service at as much 


450 miles, might have an interference 
of 1,350 miles. The carrier 
travel beyond the area in which 

tation may give good service to 
ners and create objectionable inter- 
e to the operation of stations 

e same or nearby channels. 
Because of the fact that where two 
tations operate on the same channel 
area of destructive interference 
ch greater than the area satis- 
rily served by these stations is 
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created, such stations may operate 
simultaneously only under limited 
power and where they are separated 
by considerable distances. It is only 
where a station has exclusive use of 
its channel that service free from 
heterodyne interference can be given 
at great distances. However, if the 
Commission had assigned stations clear 
channels only, not more than 90 sta- 
tions could have operated simulitane- 
ously in the United States, since there 
are only go channels. By sharing 
time on a channel more stations might 
have been accommodated, but this 
was not satisfactory in numerous cases. 
The only reasonable method, there- 
fore, by which the Commission was 
able to accommodate 670 stations on 
go channels was by assigning more 
than one station to a channel for 
simultaneous operation on _ limited 
power. 

The Commission, accordingly, set 
aside 40 channels, designated clear 
channels, on which only one station 
was to operate at night, with a maxi- 
mum power of 25,000 watts and an 
additional 25,000 for experimental use. 
To the remaining channels it allocated 
two or more stations, all with limited 
power and located systematically at 
proper geographical distances so as 
to minimize interference. Thirty-five 
channels were designated as regional 
channels, and to each two or more 
stations were assigned, with power 
limited to 1,000 watts and separated 
by 1,000 miles or more. Six channels 
were designated as local channels, and 
to each many stations were assigned 
with power limited to 100 watts. In 
addition, on certain channels hetero- 
dyne interference was permitted, lim- 
ited-service stations being assigned to 
them. On five of these channels 1,000- 
watt stations were permitted, and on 
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four channels 5,000-watt stations. 
Such stations would not give distance 
service but, because of their higher 
power, they would give better local 
service than the strictly local stations. 
The various channels then were dis- 
tributed equally between the five zones 
and the allotment to each zone appor- 
tioned among the states as nearly as 
possible on the basis of population. 
Into this structure the Commission 
fitted the existing stations. ‘The prin- 
cipal features of the allocation are 
summarized in Table I. 
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of the reallocation order, complaints 
from numerous broadcasting stations 
protesting the changes began to pour 
in to the Commission. In all several 
hundred cases were set for hearing, and 
the Commission had a difficult task jn 
disposing of them in conformity with 
the general pattern of distribution of 
facilities laid down. Many objected 
that the reallocation did not establish 
the equalization of radio facilities 
required by the Davis Amendment. 
Eventually the matter came into Con- 
gress and on November 22, 1929, the 














Taste I.2 Summary or ALLocation or NovemBer II, 1928 

High Power Limited Service 
5,000 watts | Regional Local | Total 

and up ee epi 

watts watts 
Number of chanmele......ccccccccccscccccss 40 35 4 5 6 go 
Station assignments per channel.............. 23 2% 5 25 ine 

Number station assignments in United 

B, ctketanedscivcienakenhn mene eanas 40 go 10 25 150 315 
Number station assignments in each zone..... 18 2 5 30 63 




















The Situation after November 11, 1928 


The main purposes of General Order 
No. 40 were to provide a number of 
high-power stations on interference- 
free channels to serve rural and sparsely 
settled areas and to provide a compara- 
tively large number of lower-power 
stations to serve state, regional, and 
city local areas. ‘Two or more stations 
dividing time on one assignment were 
considered as one station. “‘Limited- 
time” stations, operating on clear chan- 
nels, and “Day” stations were not 
charged to quota, since the allocation 
was based on night-time transmission 
conditions. 

Immediately following the issuance 





? The allocation is based on night-time transmission 
conditions. This table is taken from an analysis of 
the allocation by Dr. J. H. Dellinger, formerly chief 
engineer of the Federal Radio Commission. 

* Approximate average. 


Senate adopted a resolution requesting 
that the Commission report to the 
Senate on or before December 15, 1929, 
the number of broadcasting licenses, 
amounts of power, number of fre- 
quencies, and periods of time for opera- 
tion allocated to the five zones; the 
quotas which had been allocated to the 
several states within each zone; and 
the total number of broadcasting li- 
censes and the total amount of power 
allocated to stations then as compared 
with March 28, 1928, the effective date 
of the Davis Amendment. 

The Commission rendered a report 
on December 11, 1929, in which it was 
shown that, although an exact equaliza- 
tion had not been accomplished, many 
inequalities in the distribution of licen- 
ses, frequencies, and time for operation 
had been removed. In the matter of 
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distribution of power, however, great 
inequalities as between the five zones 
still remained. The Commission said 
then-existing inequality in the dis- 
tribution of power: (1) the states had 
not availed themselves of the oppor- 
tunity of obtaining their proportion of 
cower, through lack of applications for 
power on the cleared channels; 


| (2) some applications for power 


n 
alu \#/ 


Lia 2s' 


from stations located at such points or 
assigned to such frequencies that the 
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1928, which specified equal distribution 
of licenses, frequencies, power, and time 
for operation to the five zones, and to 
the states on the basis of population, 
produced fractional results, thus demon- 
strating the impossibility of an exact 
equalization. Moreover, under this 
system, if a state were under-quota in 
one class of service and over-quota in 
another class, it was not practicable to 
determine the total value of the three 
classes of assignments so as to show 
whether or not a state was actually 
under- or over-quota in total broad- 




















desired amount of power was necessa- casting facilities. The Commission, 
Tasie II¢ 
Licenses* | Frequencies f | Power (Watts) f | Stations § 
Zones | 7 
| 1928 | 1929 | 1928 1929 | 1928 | 1929 1928 | 1929 
is } | | | 
SS POET ee 122, | 110 | 94 | 72 217,885 | 262,875 | 133 98 
OT EE Te 112 | 96 88 | 65 109,180 | 223,055 | 113 | 89 
euda al | 103 | 110 88 | 80 55,390 | 170,370 | 107 | 107 
Poetth: ..<i.cceepeenenee | 203 | Ist 150 104 166,590 ; 218,615 | 195 130 
By 130 | 12% 103 | go 77,660 | 102,210 | 124 | 110 
| | 
foe eee 670 | 588 | $23 411 626,705 | 977,125 | 672 534 











_* Licenses" means the total number of stations licensed; 


except, as of March 28, 1928, 14 portable stations are not 


‘Frequencies” means the actual number used in each zone, regardless of the number of, times the same frequency may 


ed in the United States. . 
t ‘‘Power"’ means the number of watts used at night. 


§ ‘‘Stations’’ means the number of stations operating at night. 


rily denied to prevent interference. As 

the distribution among the states 
it was shown that 25 states and the 
District of Columbia were over-quota, 
and 23 states under-quota, in licenses; 
and 24 states were over-quota, and 24 
states under-quota, in frequencies. A 
summary of the distribution of facilities 
by zones as of November 27, 1929, and 
as compared with March 28, 1928, is 


shown in Table II. 
The Unit System of Evaluating Radio 
Facilities 


The “quota” system, adopted in 





‘Taken from a letter from the chairman of the 


Radio Commission to the Senate, dated 
ecember II, 1929. 


| 1 
€ ,€Tal 


) 


a i ite 


therefore, developed a “‘unit system” 
for the evaluation of radio stations, 
based on the type of channel, power, 
hours of operation, and all other con- 
siderations required by law. In order 
to calculate the number of units due 
each zone and each state the Com- 
mission first determined the maximum 
number of channels of different classes 
and number of stations of different 
powers, which could be used for simul- 
taneous operation without objection- 
able interference, and established unit 
values of such channels and stations. 
The maximum number of units was 
then divided equally between the five 
zones, and the unit quota of each zone 
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among the states on the basis of popula- 
tion. The Commission chose as its 
unit a 1,000-watt regional station (two 
or more stations operating on the same 
channel) and related the values of all 
other types of stations to this unit. 
The maximum number of units for 
stations in simultaneous operation was 
set at 400. ‘The unit system was made 
effective by General Order No. 92, as of 
June 17, 1930. The revised quota 
figures by zones, giving units due, and 
units assigned as of June 9, 1930, are 
found in Table III. 
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were under-quota in total units, and 2; 
states over-quota. The assignment; 
vary from day to day by actions of the 
Commission and because of surrender of 
licenses by stations for various reasons. 
A more recent survey by the Commis. 
sion, for example, shows that in January, 
1931, there were 23 states over-quota, 
and 25 states and the District of 
Columbia under-quota. The changes 
are relatively few, however, and affect 
only slightly the quotas of the various 
states and zones. 

These figures show that equalization 
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Taste III. Unrr Quotas anp Units Assicnep 
(as of June 9, 1930) channe 
Con 
Total Clear Regional Local t th 
Total| Total | Units i me 4i 
ane — Prasad d oo Units| Units | Units} Units | Units) Units ized, t 
Quota Due | Assigned | Due | Assigned | Due | Assigned yen 
cludin 
ONE id cecidecdsnnes 80 74.19 | — §.81 | 47 46.19 26 21.75 7 6.25 zone, 
See ee ey 80 68.33 —11.67 47 37.88 26 22.35 7 8,10 fourth 
co eer ree 80 89.19 | + 9.19 | 47 42.52 26 36.52 7 10.15 ; 
rs 80 99.61 +19.61 | 47 59-73 26 30.60 7 9.18 includ 
FORD rativovacscsnsaws 80 92.73 | +12.73 | 47 41.78 26 42.50 7 8.45 that 
WON cccsasasednas 400 | 424.05 +24.05 | 235 228.10 130 153.72 35 42.13 z vhs 
1 





























Has Equalization Been Accomplished? 


The Commission’s summary of dis- 
tribution of broadcasting facilities as of 
June 9, 1930, shows that the first and 
second zones were under-quota, while 
the other zones were over-quota, in 
total facilities. In clear-channel units 
the fourth zone was over-quota and the 
other zones under-quota; in regional- 
channel units the third, fourth, and 
fifth zones were over-quota, and the 
first and second under-quota; and in 
local-channel units all zones were over- 
quota, with the exception of the first 
zone which was under-quota. As to 
distribution among the states, 27 states 





’ Statement in explanation of General Order No. 92, 
issued by the Federal Radio Commission. 
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has not been accomplished, even accord- 
ing to the Commission’s unit system 
of calculation. On October 30, 1930, 
Commissioners Lafount and Starbuck 
each presented to the Commission a 
proposal designed to remove the in- 
equalities in the present situation. 
Commissioner Lafount contended that 
whereas General Order No. 40 had 
provided for eight cleared channels in 
each zone, the Commission had not 


established such equality because of the havir 
situation with respect to stations WGY, grant 
Schenectady, New York, and KGO, cycle 
Oakland, California, the former in the se 


first and the latter in the fifth zone. 
These two stations are operating on the 
same channel, 790 kilocycles, a cleared 


rema 
such 











hannel assigned to the fifth zone. 
\n early order of the Commission had 
limited the time of operation of WGY, 
requiring it to cease operation after 
sul on the Pacific coast, but the 
Court of Appeals of the District of 
Columbia set aside the order and WGY 
was permitted to operate on full time. 
This, Commissioner Lafount said, had 
duced the service area of station KGO 
» early night hours to the area 
normally covered by a regional station. 
Consequently, the first zone had eight 
cleared channels plus one semi-cleared 
hannel, and the fifth zone seven cleared 
annels plus one semi-cleared channel. 
Commissioner Lafount also pointed 
t that the amount of power used in 
lifferent zones had not been equal- 

|, the records on October 15, 1930, 
ving the following: first zone, in- 
ing WGY, 230,000 watts; second 
185,000; third zone, 170,000; 
zone, 200,000; and fifth zone, 
KGO, 70,000. He suggested 
that the Commission either assign 
WGY a frequency other than the one 
it then occupied, which was allocated to 
he fifth zone, or that another frequency 
leared and allocated to that zone. 
Commissioner Starbuck contended 
the Commission had neither 
practiced the equality required nor 
ttempted to remove the inequalities, 
although these results might be accom- 
ished “without wide-spread distur- 
- or violent readjustment.” He 
sted that applications in under- 
ta states located in under-quota 
s for facilities being used by a zone 
ving more than its quota should be 


c 


oO 
foal 
e 


granted, where there was ample kilo- 


ycle and geographical separation from 
- stations in the under-quota zone, 
| that there be a readjustment of the 


remaining facilities among the states in 


ch over-quota zone. 
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Commissioner Robinson, in two reso- 
lutions presented to the Commission 
on October 31, and November 25, 
1930, pointed especially to the inequali- 
ties in the distribution between states. 
He said that the allocation of November 
II, 1928, gave more facilities to some 
states than existing quotas at that 
time and now allowed, and that since 
then the Commission had authorized 
additional facilities in some over-quota 
states, although some states had been 
given very few facilities. The Com- 
mission, he continued, had in the past 
allocated facilities when it seemed 
advisable without strictly adhering to 
the mileage separation which the Com- 
mission’s engineers had recommended, 
and it could now remove the inequali- 
ties by granting applications for new 
facilities in under-quota states. He 
suggested that the Engineering Division 
determine the average existing mileage 
separation between stations on the same 
or adjacent regional channels and that 
the Commission be guided by such 
determinations as to mileage separa- 
tion. He argued that this would not 
create any more interference than al- 
ready existed, and that it was incon- 
sistent for the Commission to say that 
under-quota states were entitled to 
more facilities and then, by rules 
regarding mileage separation, to throw 
obstacles in the way of bringing their 
quotas to equality. 

Still another plan to bring about a 
more exact equalization has been pre- 
sented to the Commission by its chair- 
man, General Saltzman. He proposed 
that the Commission evaluate all exist- 
ing broadcasting stations “‘with a view 
to the gradual elimination of the unfit 
and unworthy.” ‘The Commission, he 
said, with this object in mind, should 
require and enforce a strict observance 
of all rules and regulations, it should 
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investigate all violations of such rules 
and regulations, and should determine 
separately the worthiness of each sta- 
ticn, large and small. All these rec- 
ommendations were rejected by the 
Commission. 

On January 8, 1931, however, the 
Commission, in view of the fact that the 
first and second zones were then under- 
quota and the remaining three zones 
over-quota, and that certain states 
were over-quota while others were 
under-quota, and since applications 
from under-quota states were then be- 
fore it, adopted the following principles 
with regard to applications for broad- 
casting facilities: 


1. Where a zone has already in use its 
pro-rata share of facilities, the Commission 
will not allocate any further radio facilities 
to that zone, which would increase its 
quota. 

2. Applications from under-quota states, 
in zones which have already allocated to 
them their pro-rata share of radio facilities, 
should be for a facility already in use in 
that zone by an over-quota state. 

3. Likewise, where a state is already 
over-quota, the Commission will not allo- 
cate any further radio frequencies, to that 
state, which would increase its quota. 

4. Applications from states which now 
have their quotas, or from states which are 
over-quota, should be for facilities already 
in use in that state. 

5. An applicant from an under-quota 
state in an under-quota zone may apply 
either for facilities in use in an over-quota 
state in that zone or an over-quota state 
in an Over-quota zone. 


The Population Basis 


The Davis Amendment was enacted 
to accomplish a definite purpose. It 
was designed to prevent the monopoli- 
zation of radio broadcasting by any 
particular interest or by any partic- 
ular section of the country. Congress, 
therefore, adopted the equalization pro- 
visions and chose population as the 


HARVARD BUSINESS REVIEW 


basis for the distribution of radio facili. 
ties. But the population basis js open 
to serious objections. In the first place, 
it is unscientific. It disregards the 
basic fact of the geographical distriby- 
tion of population, the zones based upon 
population being vastly different jp 
size. Radio transmission and recep- 
tion present novel conditions. A mil- 
lion people living in an area of 100 
square miles can hear a program from a 
500-watt station as well as a few thou- 
sand occupying a similar area, but the 
same station cannot furnish service to 
a million people scattered over an area 
of 20,000 square miles. ‘The effective- 
ness of a radio signal is not reduced in 
proportion to the number who receive 
it, neither is more equipment necessary 
to serve a congested area than to serve 
an equal but sparsely settled area, 
other conditions being equivalent. In 
this respect the furnishing of radio 
service differs materially from the fur- 
nishing of other services. The number 
of stations which can operate simul- 
taneously and their geographical dis- 
tribution are matters to be determined 
in accordance with natural laws, not in 
accordance with the chance distribution 
of population. 

In the second place, the distribution 
of radio facilities on the basis of popu- 
lation results in the wastage of facilities. 
The geographically large third and fifth 
zones, the South and the far West 
respectively, can accommodate many 
more local and regional channels with- 
out objectionable interference than the 
geographically small first zone. Cer- 
tainly these large zones should have 
their full shares of the cleared channels. 
Therefore, to effect equalization it is 
necessary to limit the number of local 
and regional stations in such zones to 
those which can be accommodated in 
the first zone—a waste of broadcasting 
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sufficient to enable them to broadcast 
programs, especially of the unsponsored 


} T1eES8. 


faciliti Yet under the Davis Amend- 
ment the Commission has no choice but 





leny new facilities to over-quota 


type, of national interest and impor- 


ace, to aen 
the ections. tance. These stations have developed 
ibu- In the third place, the population in areas where there are ample talent 
pon basis tends to emphasize equality of resources, gathered there, in many 
in transmission rather than equality of instances, for reasons other than for 
“ep- reception. The fact that the third and broadcasting. 
nil- fifth zones are over-quota in total The three states most over-quota in 
100 facilities is not to be marveled at when broadcasting facilities at present are 
ma there is taken into consideration the New York, Illinois, and California. To 
ou- further fact that the third zone is more _ equalize facilities it would be necessary 
the than six times, and the fifth zone more to deprive these states of stations for 
to than fourteen times, as large as the the benefit of under-quota states. 
rea first zone, and that total facilities must Would it be sound public policy to de- 
ve- be equalized by zones. Their over- prive states, where talent and other 
in quota condition is due, not to an excess resources are abundant, of facilities for 
ve number of large stations—both are the benefit of less favored states? In 
ry under-quota in clear-channel assign- the regulation of radio broadcasting 
ve ments—but to an “excess” of localand Congress and the Commission have the 
a, regional stations, types of stations responsibility of fostering its growth 
In which both zones, because of theirlarge and development. It is no longer a 
10 size, can accommodate in greater num- novelty. The future prosperity of 
[- ber than the smaller zones. broadcasting depends largely upon the 








What does equality of reception 
mean? Ifit means that listeners every- 
where shall be able to tune in on anequal 
number of stations, zones of approxi- 
mately equal geographical size, taking 
into consideration unusual transmission 
and reception conditions, will have to 
be established in the place of zones 
about equal in population. If it means 
that listeners everywhere shall be en- 
titled to equal quality as well as variety 
of programs, vastly different problems 
present themselves. The development 
of chain broadcasting has made possible 
“coverage” of the whole country by a 
single program, and the popularity of 
nation-wide broadcasts is evidence of 
the desire of listeners in all sections 
of the United States to get into touch 
with the large stations capable of broad- 
casting such programs. However, 
there are relatively few broadcasting 
organizations which have _ resources 


quality of the programs broadcast. 
Furthermore, broadcasting is no longer 
local in character. The programs of 
the larger stations have become more 
and more national in significance, and 
the audiences of such stations reach far 
beyond state boundaries. Listeners are 
prone to tune in stations that broadcast 
certain types and quality of programs 
without attention to their location. 
The Davis Amendment is local in out- 
look. It expresses the view-point of 
those who are primarily interested in 
seeing that each state gets its share of 
broadcasting facilities, not of those 
interested in the development of broad- 
casting as a great national service. 

In the fourth place, the population 
basis is too inflexible to admit of proper 
freedom in the development of broad- 
casting. The Davis Amendment not 
only demands that facilities be ap- 
portioned to states on the basis of 
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population, which as we have seen 
gives an undesirable rigidity to the 
regulatory machinery, but it provides 
also that “‘the licensing authority shall 
carry into effect the equality of broad- 
casting service hereinbefore directed, 
whenever necessary or proper.” This 
means that the Commission shall make 
changes in assignments to the various 
states from time to time in accordance 
with changes in population. For ex- 
ample, according to the Commission’s 
figures, California’s share of the total 
facilities due the fifth zone in 1928 was 
40.44%; in 1930 it was 46.06%. Total 
units due California in 1928 were 32.34; 
in 1930 they were 36.85, a difference of 
4.51 units, the equivalent of more than 
four regional stations of 1,000 watts 
power. Of course, this difference is 
largely due to the fact that the popula- 
tion figures for 1928 were estimates not 
correctly picturing the situation, but 
in the future the Commission will have 
to continue to use either such estimates 
or obsolete census figures. However, 
not all the difference is due to faulty 
estimates. The population of Cali- 
fornia has been increasing more rapidly 
than that of most states; since 1920 it 
has more than doubled. If the Com- 
mission is to establish and maintain 
equality of broadcasting facilities ac- 
cording to the zone system, it must 
permit new stations to come into being 
or it must reallocate existing facilities 
from time to time by taking from one 
state to give to another. The former 
method would be undesirable in the 
present state of the art, and the latter 
would tend to discourage the building 
up of investments in stations where the 
future is uncertain. 

Further, new developments like tele- 
vision could with difficulty be fitted 
into the zone system. Experiments so 
far seem to show that television re- 


quires a wider channel than the 10-kilo- 
cycle channel for broadcasting stations. 
If television is to be licensed in the 
broadcast band, and there it probably 
will be in order to evade the necessity 
of taking channels from the commercial 
services on either side, the problem will 
arise not only of making provision 
for television stations but also of 
providing for an equal distribution of 
such facilities on the basis of population, 


Conclusion 


The Davis Amendment imposes upon 
the Federal Radio Commission two 
duties: to establish equality of radio 
transmission and equality of radio 
reception in the various sections of the 
United States. Under the zone system 
for the distribution of facilities, based 
upon population, the two purposes are 
conflicting and impossible of simultane- 
ous accomplishment. Where the zones 
differ so greatly in geographical area, 
and where ample geographical separa- 
tion between stations operating on the 
same channel is the basic fact to be con- 
sidered, equality of facilities for trans- 
mission between the zones as established 
does not imply—in fact, in certain cases 
denies—equality of reception. It may 
well be that states which are under- 
quota in broadcasting facilities may 
not be deprived of equality of reception. 
For example, Pennsylvania is an under- 
quota state, but it does not follow 
necessarily that Pennsylvania is under- 
served. Stations located in other states 
and in other zones, like the New York 
stations, furnish excellent service to 
Pennsylvania _ listeners. From __ the 
standpoint of the listening public equal- 
ity of reception is the desired objective. 

What justification is there for depriv- 
ing established stations of facilities 
for the benefit of newcomers, simply to 
equalize quotas as between artificially 
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ted areas? This must be done, 
er, if the Davis Amendment is to 
rictly enforced. Already the Com- 
n has been called upon to deter- 
hether the question of maintain- 
‘uality among the states and zones 
controlling question rather than 
* the general public interest. 
n WRAW, owned by the Read- 
adcasting Company, Reading, 


ennsylvania, operating with 100 watts 


n the 1,310 kilocycle channel, 
for authority to use 500 watts 
n the 620 kilocycle channel. 


Pennsylvania is an “‘under-quota”’ state 


‘“‘under-quota” zone, and the 
claimed that this fact should 
lling in its demand for better 
The Commission denied the 
ation, however, on the grounds 
it were granted it would result 


rodyne interference with station 

WLBA, Bangor, Maine, and with sta- 

WTMJ, Milwaukee, Wisconsin, 

th of which are now operating on the 

620 kilocycle channel; that it would 

in objectionable cross-talk inter- 

e with stations on adjacent chan- 

the same geographical area; 

it the interference which would 

1 the 620 kilocycle channel and 

610 kilocycle channel “‘would be 

letrimental to the listening public 

nsylvania than the existing lack 

state’s full quota of regional 

ments,” 

case was appealed to the District 

imbia Court of Appeals, and that 

Court wisely upheld the Commission. 
Court said: 

ncur in these views, for it would 

e consistent with the legislative policy 

equalize the comparative broadcasting 

ties of the various states or zones by 

ecessarily injuring stations already 

tablished which are rendering valuable 

to their natural service areas. 

paramount consideration, after all, 
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is the public interest, convenience and 
necessity, and we are convinced upon a 
review of the record that the Commission’s 
conclusions are in line therewith.® 


The tests which should be applied 
to the existing stations are: (1) whether 
or not they operate without objection- 
able interference; and (2) whether or 
not their operation is in the public 
interest. It is a serious matter to 
deprive stations of facilities, even when 
necessary to reduce interference; it 
should not be done except with a clear 
showing that the applicants, rather 
than the existing stations, can better 
serve the public interest. In the deter- 
mination of such a matter the relative 
amounts and quality of broadcasting 
service in the different sections could be 
given ample consideration. 

The fundamental defect in the Davis 
Amendment is that Congress has seen 
fit to legislate too minutely concerning 
an administrative matter. The deter- 
mination of the number of stations 
which may operate simultaneously and 
their geographical locations are prob- 
lems for engineers, and the standards 
to be setup for broadcasting stations are 
administrative matters. Each broad- 
casting case is an individual one, to be 
decided by an administrative body with 
the full record of facts before it, guided 
by the interests of the receiving public 
as a whole. Congress properly can do 
no more than lay down general princi- 
ples for the guidance of the Commission. 

The Davis Amendment has been 
attacked by engineers generally, the 
National Association of Broadcasters, 
the Committee on Communications of 
the American Bar Association, and by 
various other organizations. Substi- 
tutes have been considered in Congress, 
one of which proposed to require the 
Commission to make and maintain a 





6 United States Daily, March 3, 1931. 
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distribution of broadcasting facilities 
on the following basis: 50% according 
to population, 25% according to area, 
and 25% equally among the states. 
This represents a compromise between 
the population and the area bases. If 
it were adopted, it would involve an 
unwarranted reorganization and real- 
location of facilities and would still 
retain the present objectionable system 
of confining the developing broadcast- 
ing industry within an equalization 
straight-jacket. 

The Committee on Communications 
of the American Bar Association has 
well summed up the main objection to 
the Davis Amendment in the following 
words: 

No rigid yardstick, whether based on 


population, area or what-not is possible 
without either a waste of radio facilities on 
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the one hand or the creation of intolerabje 
interference in certain sections of the 
country on the other, and without contra. 
vening recognized scientific facts and 
principles.” 


IN] 


The Davis Amendment should by. 
repealed, and Congress should return ty 
its original declaration in the Radio 
Act of 1927. The regulation of broad. 
casting is an administrative matter and 
it is essentially national in character. 
The hands of the Commission should 
not be tied by needless legislative 
restrictions based upon the desires of 
the several states to have their pro-rata 
shares of broadcasting facilities, espe- 
cially since the interests of the listening 
public lie primarily in equality of 
reception. 
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7 United States Daily, July 23, 1930. 
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INDEPENDENT STORES VERSUS CHAINS IN 
THE GROCERY FIELD 


By CARL N. SCHMALZ 


URING recent years a great deal 
|) has been written about the 
struggle between the independent 
erocery stores and the chains and about 
the reasons for the apparent displace- 
ment of the independents. Many of 
these writings imply that the struggle is 
ndamentally one between two types 
retail outlet. This is not true. 
well as retail functions. For 
instance, they do forward buying, thus 
permitting manufacturers to avoid some 
the risks of producing ahead; they 
rry stocks of goods produced in one 
on and consumed in another; and, 
breaking bulk at points near the 
tail stores, they assist in keeping 
lown transportation charges. In real- 
ity, therefore, the chains are in conflict 
the entire wholesaler-retailer 
d of moving merchandise from 
manufacturer to the consumer. 
The struggle is one between two com- 
plete systems of distribution. 
At this time the wholesaler-retailer 
ystem clearly occupies the weaker 
sition. This fact may be due to 
inherent, structural defects or to unwise 
peration, or both. In any case the 
fault may lie with any or all of the 
ree functionaries involved—retailer, 
vholesaler, and manufacturer. Each 
{ these three will be discussed in turn. 


re 


+ 
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The Independent Retailer 


The independent store! has fallen 


hroughout this discussion reference is made to 
typical or average independent retail grocer. 
is NO intention to imply that all independent 


1] 
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down in the performance of its part of 
the distribution function chiefly be- 
cause of poor management. This poor 
management has been evident in 
internal matters, such as accounting, 
expense control, credit granting, mer- 
chandising, sales promotion, stock con- 
trol and finance, as well as in the 
broader matters of demand-interpre- 
tation and the selection of basic appeal. 
In 1919, the Harvard Bureau of Busi- 
ness Research observed, with reference 
to accounting, that “a majority of 
the retail grocers in the United States 
at the present time undoubtedly have 
records that are inadequate... or 
none at all.”? Without suitable ac- 
counts, both good control of expense 
and sound financing are practically out 
of the question. The prevalence of 
unwise credit granting on the part of 
retail grocers was shown conclusively 
by the study of credit conditions and 
failures in Louisville in 1928 made by 
the United States Department of Com- 
merce.’ It is difficult or impossible to 





grocery stores have been poorly run. In almost 
every city there are efficient, wisely administered 
businesses which for years have yielded satisfaction to 
their customers and profits to their owners. In 
the aggregate there are a great many of these stores, 
and their total sales volume undoubtedly is impres- 
sive. It seems certain, however, that in number 
and in sales they comprise but a small portion of the 
total retail-grocery field. 

2 Bulletin No. 13, Management Problems in Retail 
Grocery Stores, p. 16. See also footnote 5, p. 433. 
Apparently the great majority of independent grocers 
either were not sufficiently interested to cooperate 
in the Harvard study or did not have the records 
required. 

3 Credit Extension and Business Failures, U. S. 
Department of Commerce, Trade Information 
Bulletin No. 627, Washington, 1929. 
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find statistical or other definite mea- 
sures of the typical merchandising and 
sales-promotion job in independent gro- 
cery stores. However, the failure rate, 
the small average sales per store, and 
laxity in other aspects of management 
suggest that in his buying and selling 
the representative independent grocer 
has been notably weak. General obser- 
vation also leads to the conclusion that 
stocks and sales frequently have been 
badly out of balance, that stock records 
have seldom been used, that it rarely 
has been deemed necessary to study 
costs or profits by articles, and that 
sales-promotion efforts have been drab 
and commonplace. 

At this point it should be noted—and 
the thought should be borne in mind 
throughout the reading of this article— 
that the shortcomings of the inde- 
pendent grocer are not at all surprising 
when one considers the difficulties of 
his position and the meager resources 
which he has had at his command. 
Few other men could have done better 
in his place. Nevertheless, one cannot 
deny that the shortcomings have existed 
and that they must be faced frankly, 
even though in all sympathy, if the 
decline of the wholesaler-retailer system 
of distribution is to be understood. 

In order to make clear how the 
independent merchant has failed to 
interpret demand accurately, attention 
must be directed to two major char- 
acteristics of the demand for retail- 
grocery service. During the past five 
or ten years, and in spite of a relatively 
high level of prosperity, there has been 
a strong price demand. Even though 
it may have been latent and largely 
unrecognized by consumers, this de- 
mand has been very real and it seems 
to have gained in strength as the possi- 
bility of satisfying it grew. At the 
same time wide-spread use of the 


automobile has permitted many people 
to dispense with delivery and charge- 
account service, and has created an 
unusual opportunity for retail grocers 
to secure consumer good-will through 
reductions in retail food prices made 
possible by combining the elimination 
of services with increases in Operating 
efficiency. These two aspects of de- 
mand have encouraged the develop- 
ment of cash-and-carry stores using the 
price appeal. On the other hand, 
during these same years many American 
women have come to value their time 
more highly, so that in some quarters 
there has been strong demand for 
dependable service stores. In other 
quarters, where this demand has been 
less articulate, there has been a dis- 
tinct opportunity for stores stressing 
quality, dependability and service. 

It appears that the independent 
grocer has not realized the extent or the 
importance of the price demand, for he 
has gone but a short way toward 
meeting it and has only rarely made the 
price appeal a well-defined objective. 

Also, the independent grocer seems to 
have failed properly to appraise the 
demand for service. In what advertis- 
ing he has done, the service independent 
has not stressed the time-economy 
which is perhaps the greatest advantage 
of the service store, and by not doing 
more advertising he has disclosed his 
failure to appreciate demand possibili- 
ties. He has not organized his business 
to gain that reputation for dependabil- 
ity without which the telephone and 
delivery method of buying food breaks 
down. As a rule, he seems to have 
overlooked the fact that if a woman 
does not find telephone purchasing 
satisfactory for her entire food needs 
(meat, bakery goods, vegetables and 
fruits, as well as dry groceries) and must 
shop for any of them, she naturally is 
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lined to buy all personally and thus 
‘o gain the largest possible price saving. 
Finally, there is no evidence showing 


bAv 


the independent grocer has had an 


that tn¢ 
accurate notion of how much customers 
have been willing to pay for service. 
As a result, many consumers have not 
found the independents’ services at- 
ractive in view of price differentials. 

In addition to their failure to operate 
their stores efficiently and to analyze 
demand accurately, many independent 
merchants have not followed logical 

licies as regards their basic appeals 
but have tried to give traditional 
service and still meet chain prices. 
esult, these merchants undoubt- 
y have found their margins inade- 
quate for covering the expenses of 
charge-account and delivery services 


for yielding a suitable profit.‘ 
, therefore, that independent 

y stores on the whole have been 
poorly managed, and there is strong 
reason for believing that this poor 
inagement has been almost unavoid- 
As a rule, independent grocery 

res necessarily are small,® so that the 


‘ For example, of 389 grocery stores which reported 
Harvard Bureau of Business Research regarding 
their operating results and their basic appeals 
2 1924, 233 (about 60%) fell in this group with 

cash nor charge sales equivalent to 75% of 
Their net profits typically were 1.6% 

{ net sales, as compared with corresponding profits 
[2.1% and 2.6% for stores concentrating more on 
er cash-and-carry business, respectively. 
tin No. §2, Bureau of Business Research, Har- 

ard University, 1925, pp. 64-69. 

* The average sales volume per store for single-store 

jlents in Chicago in 1929 (United States 

Census of Distribution, 1930, Preliminary Report on 

tail Trade for the City of Chicago, Illinois, p. 12) 

was $16,753, whereas the average per store for 

11 and national chains in Chicago in 1929 

re than $60,000. In this connection it may be 

i that the typical sales volume for the 545 inde- 

ident grocery stores reporting to the Harvard 

Sureau of Business Research for 1924 was $73,000. 

Bulletin No. 52, already cited.) The Harvard 

figures probably represent not the trade as a whole but 

ither the larger, better-managed stores; even for 
these the typical sales volume was not large. 
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net earnings of each are strictly limited. 
Nevertheless, their managers are con- 
fronted with practically all the problems 
of any independent business. These 
men should have the knowledge, the 
judgment, and the courage necessary in 
formulating and executing sound finan- 
cial policies, not only in interpreting 
local demand but also in changing 
fundamental conditions, in keeping sales 
and stocks in balance, in controlling 
expense, and in granting credit. ‘These 
qualities are seldom found in a man able 
and willing also to work long hours as 
salesperson, bookkeeper, janitor, stock 
boy, and general detail man. Because 
of these management problems and the 
small sales volume, it is extremely 
difficult to make a single grocery store 
yield an income in salary and profit 
sufficient to compensate adequately the 
ability required to manage that store 
successfully.6 It seems reasonable to 
assume that many independent stores 
have been, and will continue to be, 
managed by men incompetent to oper- 
ate them at a profit and that one may 
expect a continuation of the high failure 
rates found by such investigators as 
Nystrom and McGarry.’ The old sys- 





6 If it be assumed that $30 weekly is approximately 
the most that the average independent grocery 
store can pay to its proprietor as salary, it follows 
that $2,000 a year is about all that such a manager- 
proprietor can expect for his yearly income ($1,560 
salary, plus profit of 2.0% on $16,750, or $335; total 
$1,895). This figure for rate of net profit (2.0%) is 
somewhat more than the 1.8% typically earned in 
1924, according to the Harvard survey previously 
referred to. Even the larger and better-managed 
stores typical of the Harvard sample could on the 
average yield their manager-proprietors only about 
$4,000 a year in salary and profits ($50 a week salary, 
or $2,600, plus 2.0% profit on $73,000, or $1,460; 
total $4,060). This is hardly sufficient to attract 
men capable of operating an independent business 
successfully. 

7See Nystrom, P. H., The Economics of Retailing, 
2d ed., 1920, pp. 325 et seq.; tbid., 3d ed., Vol. I, pp. 
402 et seg. See also McGarry, E. D., Retail Trade 
Mortality in Buffalo, 1918-1928, Bureau of Business 
and Social Research, University of Buffalo. 
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tem placed an impossible burden upon 
the independent retailer. 


The Wholesaler 


Under the manufacturer-wholesaler- 
retailer system, it is the job of the 
wholesaler to serve as a source of supply 
for the retailer and as a distributing 
agency for the manufacturer. Partly 
because of defects in the system itself, 
the wholesaler has not performed either 
of these tasks satisfactorily. 

Attention has been directed to the 
difficulties which the independent re- 
tailer experiences in trying to manage 
his store effectively. The wholesaler, 
from his contact with many stores and 
from his greater resources, has been in a 
position to do much to improve man- 
agement in the stores of his retailer 
customers. Many attempts have been 
made in this direction, but little has 
been accomplished, possibly because of 
the real danger that customers would 
be lost to competitors shortly after— 
or even before—the educational process 
had been completed. On the other 
hand, many wholesalers have aggra- 
vated the difficulties of retailers by 
granting credit in a manner which has 
encouraged incompetent men to estab- 
lish new stores. Other wholesalers, 
in their worship of volume, have 
granted to chains discriminatory dis- 
counts which promptly were reflected 
in lower prices and which thus tended 
to undermine the retailer structure 
upon which the entire wholesale trade 
was based. 

The wholesaler has fallen short of 
efficient and satisfactory performance 
of his function also by failing to organize 
his business for profitable operation 
predicated upon the small, frequent 





® See Nystrom, P. H., op. cit., and also the United 
States Department of Commerce Louisville credit 
survey previously cited. 


purchases which are necessary for a 
high rate of stock-turn in the retajj 
stores. Even if the wholesaler has 
understood the need for small-lot buy- 
ing and has tried to meet it, he appar 
ently has been under a very teal 
handicap. Rarely has a wholesale; 
secured a portion of a given store’s 
business large enough to permit even an 
approximation of chain economies jn 
getting the physical goods from ware- 
house to store, including not only 
trucking but also order-filling and ac- 
counting. The wholesaler may have 
sold in small lots, but apparently he 
has had to charge prices which pre- 
cluded a profit for himself or for the 
retailer, or both. 

As regards his relations with the 
manufacturer, the typical wholesaler 
has been deficient in a number of ways. 
Notably, he has not provided satis- 
factory transmission of news regarding 
demand from the retailer to the manvu- 
facturer. This task has taken on a 
new significance in recent years as 
manufacturers have sought greater and 
greater accuracy in the adjustment of 
production, and of the product itself, 
to demand. An important element in 
the success of the Regal Shoe Company 
and of the Melville Shoe Corporation 
has been their provisions for supplying 
the factories with current, reliable data 
regarding consumer demand. ‘The pos- 
sibility of this sort of close relationship 
is one of the advantages to be gained 
from conducting the manufacturing, 
wholesaling, and retailing functions 





* For example, according to figures cited by R. R. 
Gilbert, Grocery Specialist, Foodstuffs Division, 
Bureau of Foreign & Domestic Commerce, United 
States Department of Commerce, before the National 
Wholesale Grocers’ Association in Chicago on January 
22, 1930, modern chains of from 44 to 1,600 stores can 
conduct their warehousing and handling operations 
at less than one-half the percentage cost incurred by 
wholesalers. 
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ader single ownership or from estab- 

> close working contact between 

mbined wholesale and retail func- 

n the one hand and manufacture 

» the other. The diverse ownership 

f the units performing the three basic 

tions in the old distribution system 

n a constant barrier to the free 

of ideas. It has prevented 

1 control of records and has 

emphasized the points of difference 

- than those of similarity in the 

ts of manufacturers, wholesalers, 

and retailers. Besides, the wholesaler’s 

rs, which have been the manufac- 

chief source of information 

relative to demand, have been found to 

be inadequate in view of present stand- 

of production control. Since usu- 

y no one wholesaler supplies all the 

is of any one set of retailers and 

- wholesalers in general have been 

re or less inclined to buy specula- 

y, manufacturers have found it 

lifficult to measure demand intelligently 
he basis of wholesalers’ orders. 

sociated with this inability of the 

wholesaler to serve the manufacturer 

isfactorily as a consumer-demand 

tening-post has been the tendency of 

the wholesalers to reduce the amount of 

their forward buying.” ‘The whole- 

ler, therefore, not only has been 

‘ to gather information for the 

ifacturer by which the latter could 


en + 
a 


plan production wisely, but the whole- 


often has refused to take the 
sponsibility of interpreting the market 
‘the manufacturer. The manufac- 
under such circumstances, has 


doubt the persistent decline in prices during 

st ten years has been a strong factor in bringing 

t this tendency. In part the wholesale grocer 
een a victim of circumstances beyond his control. 
, it is true that he has not adjusted himself 
organization to these circumstances, nor 

e taken the steps necessary for self-preservation. 





been almost forced into some scheme 
for direct contact with retailers. 

Again by establishing his own private 
brands, often on merchandise com- 
peting directly with lines sold by the 
manufacturers served, the wholesaler 
has led the manufacturer to feel that he 
(the wholesaler) could not be relied 
upon to perform the distribution job 
in a disinterested fashion." 

Finally, it should be noted that the 
separate ownership of the several units 
in the older system introduced wastes 
by requiring selling and reselling and 
that the internal management of whole- 
sale enterprises, like that of retail stores, 
has left much to be desired. The 
wholesale trade has been slow in estab- 
lishing modern methods of merchandise 
control, and in many cases so much 
emphasis has been placed upon trading 
for a speculative profit that too little 
attention has been paid to the problems 
connected with the twofold job of pro- 
viding a suitable source of supply for the 
retailer and a dependable, satisfactory 
means of distribution for the manufac- 
turer. Moreover, as wholesalers have 
seen their businesses slipping they have 
fallen into competitive practices which 
have increased their difficulties. Price- 
cutting is one of these practices; in- 
creasing the number of customers and 
the area served is another; the use of 
so-called private brands a third; greater 
frequency of salesmen’s calls a fourth. 
The last, incidentally, not only has 
tended to raise selling costs but also 
has led to smaller average orders, which, 
as has been noted, wholesalers have not 
been able to handle efficiently. 





11 It should be noted that, although private brands 
have been a handicap to the wholesaler in the per- 
formance of his functions as the manufacturer’s 
agency for sales and physical distribution, they never- 
theless may have been almost literally a life-saver to 
the wholesaler who desired to readjust his operations 
to new conditions. 
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Thus, the wholesaler, laboring as he 
has been under important structural 
handicaps, has not served adequately 
either the retailer or the manufacturer. 
Possibly he has not recognized fully the 
responsibilities implied by his inter- 
mediate position and has not understood 
the needs of either of the two groups 
to which he supposedly has been appeal- 
ing; possibly he has failed to interpret 
accurately the developing merchandis- 
ing environment or has lacked resource- 
fulness in devising means for meeting 
the new conditions. Whichever is the 
case, the underlying fact is that the 
grocery wholesaler has not performed 
his function’? and has failed to keep his 
methods efficient and up to date. In 
addition, wholesalers have not taken 
constructive steps to strengthen the 
positions of manufacturers and inde- 
pendent retailers; indeed they have 
followed policies actually inimical to 
the interests of these two groups. 


The Manufacturer 


It is evident that, in the displace- 
ment of the independent store by the 
chain, a substantial measure of respon- 
sibility attaches to both the retailer and 
the wholesaler. Manufacturers also 
have contributed to the general diffi- 


12 See Copeland, M. T., “The Present Status of 
Wholesale Trade,” Harvarp Business Review, 
April, 1928, pp. 257-263. The adoption by manu- 
facturers of methods of direct selling and distribution 
(missionary salesmen, own wholesale branches, drop 
shipments, and others) often has grown out of a 
desire for larger volume. Such attempts to go 
around the wholesaler do not always indicate poor 
performance by him of his functions. In other 
instances, however, manufacturers have taken these 
steps in order to secure more stable and more reliable 
distribution which would make possible more stable 
production and earnings. These latter cases are 
evidence of a failure on the part of the wholesaler to 
carry on his job satisfactorily. Likewise, the whole- 
saler’s shortcomings, handicapping the independent 
in his attempts to meet chain competition, may have 
played an important part in encouraging the growth 
among retailers of cooperative-buying associations. 


culty, largely as a result of their eager- 
ness for volume. In the first place, 
they have been guilty of discrimination 
in prices and discounts (often through 
advertising allowances and secret re- 
bates) which have increased the com- 
petitive difficulties of the wholesalers 
and retailers on whom these manv- 
facturers have relied for their “regular” 
distribution.!* Similar results have fol- 
lowed when manufacturers, while main- 
taining fair price and discount schedules 
on their own brands, have sold at 
unreasonably low prices goods of similar 
quality bearing distributors’ brands. 
Again, by free deals and quantity dis- 
counts, manufacturers have encouraged 
both wholesalers and retailers to over- 
buy. Finally, many manufacturers 
seem to have been too ready to rush 
into direct-selling schemes which have 
taken business away from the whole- 
saler or which, by adding to the costs 
reflected in independent-store prices, 
have helped to create an opportunity 
for the development of more efficient 
machinery. 

Thus, the current troubles of the 
old manufacturer-wholesaler- retailer 
system of distribution have been due to 
failures or weaknesses in all three major 
parts of the system. In the cases of 
the wholesaler and the retailer much of 
the difficulty has been due to inherent 
structural defects. The very system 
itself has not been right. Also, with 
hindsight to help us, it appears that the 
manufacturer, the wholesaler and the 
retailer have failed to use vision and 
good business judgment in operating 
the machinery at their disposal. It 
seems, however, that the structural 





13In this connection it may be well to note the 
possibility that some manufacturers may have fore- 
seen the gradual weakening of the wholesaler-inde- 
pendent-retailer system and may have felt bounc, 
therefore, to assist in the development of a better 
substitute. 
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which have been mentioned 
‘tute the chief cause. 


The Chain 
chain-store system has made 
| gains largely because it has 
‘nated or reduced these inherent 
aknesses of the manufacturer-whole- 
retailer system. As regards the 
| stores themselves, the chief contri- 
n of the chain has been its provi- 
r better management through the 
lization of policy decisions and 
» and through the decentraliza- 
of the more routine functions. 
is division of responsibility, when 
led with the pooling of resources, 
le it possible for the chains to 
t better executive ability than the 
dependent stores attracted and to 
at ability more thoroughly. In 
n, chain organization has made 
le better accounting, better con- 
expenses and stocks, better 
handising and sales promotion, 
effective buying, and sounder 
ing. Finally, the chains have 
out above the older system as re- 
gards the interpretation of demand and 
tency of adherence to a basic 
y. Whether consciously or not, 
nen who developed the large chains 
ived the price demand and set out 
eet it without regard for traditional 
ds. More recently they have 
» ahead with similar energy in the 
blishment of combined markets and 
ry stores in response to another 
ry real, but not generally recognized, 
and. They have taken advantage 
increased use of the passenger 
mobile, and of the preference for 
kaged goods, which of course facili- 
| remote control of wholesale and 
ul operations; and they have ad- 
red with surprising consistency to 
sh-and-carry methods and the price 


appeal. As will be noted later, prob- 
ably the greatest single danger to the 
chains grows out of the possibility that 
this strict adherence to policy will be 
abandoned under stress of competition. 

In taking over the wholesale function 
and in reorganizing it, the chains, as 
has been noted, have made striking 
improvements in efficiency through 
the elimination of competitive selling, 
through improved physical handling 
both in the warehouse and between the 
warehouse and the stores, through im- 
proved stock control, and through their 
higher rates of stock-turn.'* By set- 
ting up an organization for supplying 
almost all the needs of each retail store 
from one warehouse (or at most three 
warehouses, where meats and fresh 
produce are handled separately), the 
chains have secured a high rate of 
stock-turn in the stores through fre- 
quent, small shipments of individual 
items and still have operated at the low 
costs which accompany large individual 
orders. From the manufacturer’s point 
of view, moreover, the chain system 
has some decided advantages. By con- 
centrating the entire demand of many 
stores in a single place and by operating 
largely on a fixed, high-turn basis, the 
chains have been able to reflect retail 
demand much more accurately and 
promptly in orders to manufacturers 
than did the older system. Besides, 
through better merchandising the chains 
have helped manufacturers in product 
design and in sales promotion to a 
greater extent than many wholesalers 
had done. There have been some off- 
setting disadvantages. ‘The growth of 





4The average chain-grocery organization turns 
its stock at a rate about three times as fast as that 
typically secured by the older system in performing 
the combined wholesale and retail functions. See 
Bulletin No. 84, Bureau of Business Research, 
Harvard University. 
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chain-grocery organizations has forced 
manufacturers to change established 
practices, chain brands have intro- 
duced new competitive troubles, and 
many chain buyers seem to have been 
ruthless in their bargaining. Never- 
theless, the chain system on the whole 
appears to be serving the manufacturer 
as well as or better than the older sys- 
tem. Undoubtedly it is performing the 
wholesale and retail functions at much 
lower cost than did the older system 
and with greater satisfaction to the 
consumer. 

The relative efficiency of the two sys- 
tems is reflected in the portions of the 
consumer’s dollar required to operate 
them. Data gathered by the Harvard 
Bureau of Business Research for 1923 
and 1924 indicate that approximately 
28.9%" of retail sales was taken by the 
gross margins” of wholesalers and inde- 
pendent retailers. In other words, the 
cost of moving groceries from the manu- 
facturer to the consumer under the old 
system probably was about 28.9¢ out 
of each dollar spent by the consumer 
in independent retail stores. The gross 
margin for retail stores used in this 
computation is higher than the figures 
for various years since 1923 published 
by research organizations of the State 
University of Iowa, the University of 
Colorado, and the University of Ne- 
braska. On the other hand, the figure 
for wholesalers’ margin is smaller than 


16 Bulletins No. 40 and 52, Bureau of Business 
Research, Harvard University. The retailer typi- 
cally took 19.8¢ out of each dollar of sales as his margin 
and paid 80.2¢ for the merchandise. The wholesaler, 
in turn, typically took as his margin 11.3% of his 
sales, or 9.1¢ out of each 80.2¢ of retail receipts. 
Thus, out of each retail sales dollar, 19.8¢ typically 
was taken by the retailer and 9.1¢ by the wholesaler, 
a total of 28.9¢. 

16 Gross margin is the difference between net sales 
and net cost of goods sold. By some it is called 
gross profit. It is equivalent to total expense plus 
net proht. 
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that computed by the Bureau of Busi- 
ness Research of the Ohio State Unj- 
versity for 1929. It is believed that 
the Harvard figures are sufficiently ac- 
curate for the purpose of this article. 
especially since its purpose is to com- 
pare the present chain system not with 
the existing wholesaler-retailer system, 
which is evolving out of chain competi- 
tion, but with that system as it existed 
typically at the time when the chains 
were making their great inroads. 

The chain-store system, on the other 
hand, is taking as gross margin some- 
what less than 20%" of its retail sales, 
Since the chain stores appear to be 
underselling the independent stores by 
around 10%," it follows that the 





1 Bulletin No. 84, Bureau of Business Research, 
Harvard University. 

% Recently there have been four noteworthy 
attempts to compare the selling prices of independent 
and chain stores. These attempts have been reported 
as follows: 

Alexander, R. S., ““A Study in Retail Grocer; 
Prices,”” New York Journal of Commerce. Found that 
chains have an advantage of less than 3%. 

Taylor, M. D., “ Prices in Chain and Independent 
Grocery Stores in Durham, N. C.,’? Harvarp Busi- 
NESS REviEw, July, 1930, pp. 413-424. Found that 
chains have an advantage of more than 12%. 

Bjorklund, E., and Palmer, J. L., 4 Study of the 
Prices of Chain and Independent Grocers in Chicago. 
Chicago: University of Chicago Press, 1930. Found 
that chains have an advantage over service indepen- 
dents of between 11.4% and 12.4%. 

A study by E. Z. Palmer reported in the New 
York Journal of Commerce for July 19, 1939, p- I! 
in a news article entitled “Finds Chains in Lexingtor 
(Ky.) 14.3% below Independents.” 

For the most part these studies have been confine 
to packaged, branded articles sold in both independent 
and chain stores. Some people think that, 
unbranded merchandise and merchandise bearing 
chain-store brands had been included and if an effort 
had been made to avoid leaders and cover “average 
regular” prices for all items, the chain store’s advan- 
tage would have been less. This may be open 
question for two reasons: the independents make 
more or less effort to meet chain prices on readil 
compared, branded items and the chains appear t 
be using the price appeal on unbranded articles and 
items bearing their own brands. Consequent!) 
10%, approximately the average of the results of 
four studies, is used here as representative of the 
typical price difference. 
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28.9¢ just mentioned must be compared 
not with 20¢ for the chains but with a 
maller figure reflecting the chains’ 
ower selling prices. In computing this 
‘cure one may use the 10% current 
srice differential, even though it may 
not agree with and may be smaller than 
the actual advantage of the chain over 
the pre-chain independent. Assuming 
then that chain prices are 10% lower, 
the chain store’s margin, expressed in 
terms of the independent-store sales 
dollar, is 20% of 90%, or 18.0%. 
The chain system, therefore, is operat- 
ing at a saving of 28.9¢ minus 18.o¢, 
or about 10.9¢ per dollar of sales, as 
compared with the old wholesaler- 
retailer system which it seems to be 
displacing. 

This saving may be measured in 
nother way™ whereby the price differ- 
ential between chains and independent 
tores is the resultant, and only gross- 
margin figures are used in the cal- 
culations. The typical gross-margin 
percentages for independent retail 
tores and wholesalers as cited above 
indicate that goods sold by the inde- 
pendent grocer for $1.00 cost the whole- 
saler 71.1¢ on the average ($1.00 less the 
combined gross margins, 28.9¢). Then 
assuming that the chain organizations 
which do not buy from wholesalers— 
and all but the smallest chains do not— 
purchase their goods at the same prices 
as wholesalers, the chains’ typical sell- 
ing price can be computed by dividing 
71.1¢ by the chains’ average percentage 
Again 
using the figures already cited, this 
percentage is 80.0 (100% minus the 
gross margin of 20.0%). This leads 
to the conclusion that the chains sell for 


mm) 


n> Ml = ial) 


55.8¢ (71.1 + 0.80) goods which the 


independent stores sell for $1.00. The 


* Used by Professor M. P. McNair in Bulletin No. 
*4, Bureau of Business Research, Harvard University. 


price saving as thus computed, there- 
fore, is 11.2%. 

Thus two methods of using typical 
gross-margin percentages and four 
studies of comparative prices lead to 
practically the same conclusion; namely, 
that the grocery chains have brought 
about savings of more than 10%, 
probably about 11%, in the cost of 
moving merchandise from the manu- 
facturer to the consumer. 

Part of this saving is due to the fact 
that chains generally have reduced 
greatly, or eliminated, charge-account 
and delivery services. If one assumes 
that these cost around 4.5%” of sales, it 
follows that the chain-store system has 
achieved an absolute gain in operating 
efficiency of about 6.5% (11% — 4.5%) 
as compared with the older system. In 
some cases the saving may be larger 
than this, because some chains give 
delivery service at no advance in 
prices. 

Although they have had advantages 
both in basic structure and in method 
of operation which have produced 
these economies, the chain stores have 
been plagued with five important diffi- 
culties. In spite of the fact that some 
chains have been taking more care than 
formerly in the selection and training 
of store personnel, service in the chain 
stores leaves much to be desired from 
the customer’s point of view. The 
chains doubtless have gone too far in 
attempting to hold down salary costs 





20 Bulletin No. 52, Bureau of Business Research, 
Harvard University, p. 67. This Harvard compari- 
son, which showed a net difference in expense of 4.0%, 
may understate the actual difference in cost between 
cash-and-carry stores and service stores. The 
Harvard data compared the results of stores whose 
cash sales were more than 75% of total sales with the 
results of stores whose cash sales were less than 25% 
of total sales. Had the stores in the two groups 
followed either the cash-and-carry or the service 
policy to the exclusion of the other, the difference 
might well have been greater. 
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and in that attempt have used an 
immature and poorly trained store 
personnel. Absentee ownership and 
unsatisfactory community relations con- 
stitute a second handicap. Real prog- 
ress is being made in solving this 
problem, however, and it should give 
much less trouble in the future. Third, 
as a result of pressure for unreasonable 
price concessions, many chains have 
incurred the ill will of manufacturers. 
Doubtless, this constitutes only a tem- 
porary weakness, for it could be elimi- 
nated in large measure by the exercise 
of ordinary foresight and by a willing- 
ness to give more consideration to the 
manufacturer’s point of view. Fourth, 
overexpansion constitutes a pressing 
problem for many chains which have 
increased the scope of their operations 
more rapidly than they could develop 
the ability to control those operations. 
As a result, some firms are faced with 
the need for retrenchment, while others 
for a time must give unusually careful 
attention to managerial and control 
problems. Finally, the industry is suf- 
fering from the work of overly zealous 
investment bankers who, during the 
past few years, have kept closer watch 
of the speculative interest of securities 
buyers than of the sound needs of the 
industry. ‘These five weaknesses of the 
chain-store system may not be dismissed 
lightly, but the last four of them— 
absentee ownership, manufacturer ill 
will, overexpansion, and excessive secu- 
rity issues—need not be permanent. 
The personnel problem, of course, is 
deeply rooted. 





Will the Independent Store Disappear? 


What is the outlook for the whole- 
saler-retailer system of distribution and 
for the chain system? 

In spite of the weaknesses to which 
attention has been called, the indepen- 
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dent retail store will not disappear, and 
hence the wholesaler will still be re. 
quired. Three types of independent 
store particularly are likely to persist, 
The first of these is the small store 
operated at unusually low expense 
because of joint costs. Such stores 
include those located in residences and 
not subject to the customary rental 
charges and those utilizing family labor 
and incurring little, if any, out-of- 
pocket expense for wages. Many of 
these small stores are operated as side 
lines by men or women who have other 
principal occupations. The second 
type of independent store which un- 
doubtedly will endure is that operated 
by the man who values his independence 
so highly that he will risk his capital 
and accept a lower income rather than 
work for someone else. Men of this 
sort are not necessarily lacking in 
ability and there may be a surprisingly 
large number of them. The third 
type of store is that offering a more or 
less highly specialized sort of service 
(based, for instance, on the proprietor’s 
personality or upon neighborhood de- 
mand for certain goods or services) for 
which the demand is so limited as to 
make large-scale operations out of the 
question. ‘The high-class service stores 
in the better residential districts fall 
into this group. Taken as a whole, 
they must account for a substantial 
share of the total retail-grocery volume. 
The more typical sort of independent 
grocer undoubtedly faces an_ uphill 
battle, with the chances rather strongly 
against him if he elects to use the price 
appeal. Although the outlook for the 
service independent is not particularly 
hopeful, his opportunity to obscure price 
differences gives him, for the present at 
least, much better chances of success 
than the price-appeal independent. 
However, both the independent grocer 
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and the wholesaler must recognize the 
‘act that the service appeal by itself will 

t solve their problems and that, to 
make their positions at all secure, they 
ust reorganize their activities so as to 
oproximate what may be called the 

psa advantages of the chain. 
This will involve not only the securing 
{ better management in the retail 
outlets but also the lowering of the cost 
of performing the combined wholesaler- 
retailer function and the improving of 
service to the manufacturer. 

According to present indications the 
wh perme systems which hold 
off chain competition longest undoubt- 
edly will have the four following char- 
acteristics, among others: 

1. Rather close relations between the 
wholesaler and the retailer, possibly 
something akin to the exclusive agency 
and the voluntary chain, with careful 
selection of retail outlets by the whole- 
saler. It is likely that these close 
relations will be accompanied by (a) a 
marked reduction in wholesaler selling 
effort; (b) an increase in the whole- 
saler’s average sale, but a greater in- 
crease in the number of items per sale; 
(c) up-to-date stock-control systems in 
the wholesale warehouse; (d) possibly 
some control of retail-store stocks by 
the wholesaler; (e) important participa- 
tion by the wholesaler central organi- 
zation in store merchandising and sales 
promotion; and (f) a management- 
advice and research service operated 
for the retailer by the wholesaler or by 
some cooperative arrangement;—in 
other words, by an approximation of 
chain methods. 

2. Prices in the independent retail 
stores somewhat higher than those in 
cash-and-carry (and possibly service) 
chain stores and reflecting not only the 
cost of credit and delivery service, but 
higher quality, greater courtesy, and 


nr 
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greater knowledge of merchandise on 
the part of the retailer. 

3. A considerably sharper focus of 
retail-store appeals than is common 
among independent grocers today. 

4. Little, if any, reliance upon local 
loyalty or sympathy or upon legal 
obstructions in the path of the chains. 

It may well be that wholesalers and 
independent retailers will find it rather 
dificult to set up organizations of the 
kind described and to maintain them 
once they have been set up. In many 
respects they would constitute a rather 
cumbersome substitute for the chain. 
However, the chief hope for the con- 
tinuation of wholesaling on a large 
scale seems to lie in arrangements of this 


sort. 


The Future of the Chains 


The chain system of distribution 
apparently has not yet reached its 
peak, but it seems definitely to have 
passed beyond the stage of rapid 
growth and easy profits into a stage 
where more and more emphasis will 
have to be placed on the quality of 
management in each individual retail 
unit and in each chain taken as a whole. 
Undoubtedly the successful chain of 
the future will have placed its relations 
with the public on a much more satis- 
factory basis, among other ways by 
taking a greater interest in local affairs, 
by proper contributions to local charities 
and by institutional advertising. Also 
it seems likely that the rift with the 
manufacturers will be patched as soon 
as matters of price are settled more by 
cooperation and reason than with a 
club. 

At this time there are two big prob- 
lems lying just ahead for the chains: (1) 
store personnel and (2) inter-chain 
competition, which is closely related to 
the substantial consumer demand for 
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service. Chains undoubtedly will be 
able to improve store personnel through 
better selection, training, and super- 
vision, but a permanent solution can 
scarcely be anticipated. Personnel con- 
stitutes a chronic problem. The prob- 
lem of inter-chain competition, on the 
other hand, quite possibly may shortly 
become acute. In this connection the 
greatest single danger doubtless is that 
the chains will allow increasingly keen 
competition to express itself in added 
service rather than in efforts to reduce 
costsandimprovevalues. If the chains 
enter the service field officially, and 
many are giving service on an unofficial, 
bootleg basis now, there will be a strong 
temptation to combine the granting of 
service and the price appeal in a single 
set of stores. The result of such 
straddling of the fence by independent 
stores has already been pointed out. 
In chain stores it might be expected to 
have the same unsatisfactory results 
in the form of larger expense, larger 
margin, higher prices, smaller volume, 
and smaller profits. This suggests that 
the existing price-appeal chains, if they 
decide to enter the service field, may 
well find it advisable to establish sepa- 
rate chains of service stores selling at 
somewhat higher prices. Such service 
chains undoubtedly would have person- 
nel problems of peculiar difficulty, 
and their advantages over independent 
stores would be less marked than those 
of the price-appeal chains. Neverthe- 
less their structural advantages would 
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stand them in good stead, and there j 
reason to believe that they would 
more successful than would a combina. 
tion of service and price appeal in store; 
of the existing type.”? 


Conclusion 


In view of the facts that have beep 
brought out, it appears that what we 
have been calling the struggle betwee, 
the independent stores and the chains 
is part of a fundamental, evolutionary 
change in the field of distribution. |; 
is a change from a small-scale system 
organized on an individual basis to a 
system where operations are carried on 
upon a large scale, are more thoroughly 
integrated, are marked by considerable 
specialization of labor, and are organ- 
ized in accordance with corporate ideas. 
In other words, we appear to be witness- 
ing in distribution something which is 
closely akin to the Industrial Revolv- 
tion in the field of production.” A 
mechanism which no longer meets our 
needs is being displaced by one which 
operates at smaller unit costs and which, 
all things considered, serves more satis- 
factorily. The change is disturbing 
and painful, but apparently it is desira- 
ble and irresistible. 





21 It is recognized that chains apparently can give a 
limited amount of delivery service at rather small 
expense. This restricted sort of service is not to be 
confused with the full telephone-charge-account- 
delivery service under discussion. 

22See Copeland, M. T., “Some Present-day 
Problems in Distribution,” HARVARD BUSINESS 
REVIEW, April, 1931, p. 299. 
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\ STUDY OF WEIGHTS IN CHAIN AND 
INDEPENDENT GROCERY STORES IN 
DURHAM, NORTH CAROLINA 


By MALCOLM D. TAYLOR 


typical small-town butcher 


| is said that many years ago 


ve 


1 T 
iV Lads 


often became so engrossed in con- 
rsation with a lady customer that 
lessly weighed in two or three 


fingers—or, in times of exceptional 


nal stress, perhaps his whole 
with the steak which the pur- 


haser had selected. In those days it 


t uncommon to find sand in the 
, chicory mixed with the coffee, 


nd even the blackstrap molasses did 


t always bear too close an inspection. 
Within recent months several writers 


nd speakers have mentioned a notice- 
ble tendency on the part of certain 
lasses of retailers to return to those 


old days. The air is full of 


reports of short weights and special 


+ 
if 


ntainers, the contents of which do 
measure up to what the consumer 
been led to expect from the brands 


n question. While the modern grocer 


not actually weigh in his digital 


<tremities with the customer’s pur- 
hase, it is said that he has other and 


re subtle means of accomplishing 


he result effected by that practice. 


The Object of the Study 


The primary purpose of the investiga- 


tion which is described in the following 
pages was to ascertain to what extent, 


ig ; : 
all, chain and independent grocers 


in Durham, North Carolina, were giving 


} 
S 


‘rt weights on merchandise sold 
bulk. As a subordinate part of this 
several representative branded 


‘ucts were purchased from both 


chain and independent stores and ex- 
amined in order to ascertain the differ- 
ences, if any, in weight or quality of 
the contents. The number of branded 
products selected was limited by the 
length of time which it would take to 
examine them thoroughly. 

The report of this investigation is 
based on 177 purchases from 21 stores. 
It includes 73 purchases of products 
sold in bulk and 104 purchases of 
branded articles. The writer chose the 
commodities after informal discussions 
—concerning the question of suspected 
weight violations—with an executive 
of an anti-chain-store association, the 
managers of two wholesale grocery 
houses and the editor of a trade paper 
published by an independent mer- 
chants’ organization. The contem- 
plated study was not mentioned. A 
radio-broadcasting station, which has 
taken an active part in this controversy, 
upon being asked to furnish a list of 
suspected branded articles, declined to 
do so. 

The bulk products selected included 
sugar, coffee (ground), green snap beans, 
navy or lima dry beans, round steak, 
rice, cheese, lard or tub butter, and 
link sausages or frankfurters. Sugar 
and coffee are commonly weighed and 
sacked by chain stores in advance of 
their sale. The remaining commodi- 
ties, with the exception of sausage, are 
usually weighed at the time of their 
sale. Where the store selected did 
not carry tub butter, the buyer pur- 
chased lard. Link sausage was not 


443 


/ ear AR WRICUTS IN GROCERY STORES IN DIJIRHAM N.C. agaae 




















444 HARVARD BUSINESS REVIEW 


sold in any of the independent stores 
visited, so that all weights on this 
product are for chain stores. It was 
questioned whether sausage should be 
included with the bulk commodities 
or the branded articles, since it usually 
is received by the store weighed and 
loosely wrapped in oiled paper. It was 
included with the bulk products be- 
cause the customer regards it as a 
bulk product and expects the store to 
assume full responsibility for its weight. 
The situation is not quite the same in 
the case of an article such as branded 
bacon which is packed in a sealed 
pasteboard carton. The frankfurters 
were not weighed in advance of their 
sale. 


Choice of Stores 


In a previous study made in Durham 
on December 10, 1929, in which all 
grocery stores large enough to be 
significant were included, 62 inde- 
pendent stores and 24 chain stores 
were represented.! The sampling 
method was used in the present investi- 
gation, however, because the num- 
ber of articles purchased was limited 
by the size of our budget and by the 
length of time it would take to examine 
them thoroughly. The selection of a 
representative sample of chain stores 
was fairly simple. Purchases were 
made from 11 stores belonging to five 
chain-store organizations, the Great 
Atlantic and Pacific Tea Company, 
David Pender Grocery Company, Kro- 
ger Grocery Company (formerly Jami- 
son Stores Company), Piggly Wiggly 
(owned by the Milner Stores Company 
which operates approximately 29 Piggly 
Wiggly Stores in the state) and Univer- 
sal Stores. The Universal Stores com- 





*See “Prices in Chain and Independent Grocery 
Stores in Durham, North Carolina,” Harvarp 
Business Review, July, 1930. 


prise a local chain, the activities of the 
Piggly Wiggly organization are cop. 
fined to North Carolina, and the other 
three chains belong to large national 
chain-store organizations. The sample 
of II stores was selected to include 
chain stores located in different sections 
of the city and patronized by somewhat 
different classes of customers. For ex. 
ample, two of the stores chosen were 
near sections in which cotton-mil] 
workers lived. 

It was thought advisable in the 
report of this investigation to conceal 
the identity of the stores shopped. The 
five different chain organizations there- 
fore are designated as A, B, C, D and E. 
Purchases were made from four stores 
belonging to chain A, three belonging 
to chain B, two stores of chain C, one 
store of chain D and one of chain 
E. 

The sample of independents was made 
up of ten stores selected according to 
size and location. The choice of a 
representative sample of independents, 
of course, was more difficult than in 
the case of chain stores. Two of the 
stores selected are small, four are of 
medium size and four are large. ‘They 
are located in different sections of the 
city: two are in or near the chief 
shopping center of the city; two are ina 
large secondary shopping center in 
which several competing chain stores 
are located; another is in an important 
secondary shopping center somewhat 
smaller than the one mentioned and it 
competes with neighboring chain stores; 
two others are located near an excellent 
residential section in a small secondary 
shopping center in which there are no 
competing chain stores; one is near a 
secondary shopping center a_ short 
distance from a section of the city in 
which mill workers live and it competes 
with chain stores; and the remaining 
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two are neighborhood stores. The in- 
dependent stores are indicated in this 
report by numbers in order to conceal 
their identity and to distinguish them 
from the chain stores. 

[t was planned to purchase each of 
the bulk commodities from five in- 
dependent stores and from five chain 
stores, the purchases being distributed 
over the list of stores sampled. One 


hain organizations was to be shopped 
.ch commodity. Each branded 
article was to be bought from two 
designated independent stores selected 
from the ten stores sampled and from 
three chain stores (a store from Chain 
Organization A, one from Organization 
3 and one store selected from among 
the three remaining chain systems). 
In several instances, however, some of 
the selected stores did not carry, or 
were temporarily out of, the bulk or 
branded article requested. 


Method of Purchasing 
The investigation was made on the 


afternoon and evening of Friday, July 
18, 1930, by students in the writer’s 
class in Marketing in the Summer 
School at the University of North 
Carolina. The shopping lists had been 
carefully prepared so that they would 


be similar to those used by actual 
customers. Two brands of the same 
article were in no case purchased 
from the same store, and the bulk 
purchases were distributed over the 
stores visited in such a way that the 
suspicion of the salesperson would not 
be aroused. 

The experienced buyer in charge of 
each group personally shopped most 
of the stores on his or her list. The 
automobile belonging to the group was 
parked at such a distance from the 
store that it could not be seen. The 


buyer entered the store and bought 
the merchandise much as any customer 
would do. He was instructed not to 
look at the scales when bulk merchan- 
dise was being weighed. In most cases 
he examined other articles on display 
at a distance from the scales while his 
bulk purchases were being weighed 
and wrapped. After he had paid the 
bill and received his change he asked 
the merchant to make a list of the 
articles with the prices charged for 
each, giving some excuse, ¢.g., that 
someone at home always wanted to 
know what the groceries cost. He was 
careful to ascertain in the case of both 
meat and cheese whether or not he was 
being charged for exactly one pound. 
Usually he asked the price before 
making the purchase and then com- 
pared this with the cost as written on 
the bill. All independent merchants 
shopped made out bills on their regular 
order forms; the chain stores usually 
wrote the articles and prices on the 
back of a sack. Stores belonging to 
one chain organization gave the buyers 
lists of prices printed by the cash 
register. 

Curiously enough, the shoppers were 
charged for exactly one pound of 
cheese in the five independent and in 
the five chain stores in which this 
purchase was made. In one or two 
of the packages a small piece of cheese 
had been added to make the “re- 
quested” weight. In every instance 
shoppers were charged for exactly one 
pound of round steak. In two pack- 
ages a small piece had been added. 
No cases of attempted “short chang- 
ing” or incorrect additions were 
reported. 

As soon as the articles had been 
taken to the car, a student in charge 
of that work placed on each a gummed 
label on which he wrote the store 
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name, the store number, and the price. 
The products from each store were 
kept together. It should be mentioned 
that the group which bought from 
independents did no buying from chain 
stores. 


Methods of Weighing 


When the shoppers returned to the 
University, the articles were placed in 
a room prepared for the experiment. 
This room was kept locked and the 
purchases were not unpacked or ex- 
amined until the judges arrived. The 
judges examined the merchandise and 
passed on all questions regarding 
methods of weighing and recording. 

The weighing was done by Mr. C. 
D. Baucom, State Superintendent of 
Weights and Measures, on tested scales 
which belonged to his department. 
Both of the scales used were what is 
known as the “equal arm” type. 
This is the kind of scales used by 
druggists and in laboratories. The 
larger was one of the latest models 
manufactured by the Toledo Scale 
Company and was accurate to 4g of 
an ounce. The small scales, on which 
all of the articles except flour were 
weighed, were made by the Exact 
Weight Manufacturing Company and 
were accurate to 2 of an ounce. 

Standard known weights’ which 
equaled the “requested” or “printed” 
weight were placed on one pan and the 
commodity to be weighed on the other. 
The indicating needle in the portion 
under glass at the center of the scales 
showed the amount over or under the 
“requested” or “printed” weight. In 
the case of bulk lard and similar prod- 
ucts an empty container of the same 
size as that in which the product was 
packed was placed together with the 
one-pound or two-pound weight on the 
left side of the scales and the merchan- 


dise to be weighed on the right pan, 
This method gave more accurate results 
than attempting to remove all of the 
product from the container and they 
weighing the empty container. The 
same method was followed in Weighing 
sacked commodities where the sacks 
were of the same size. The empty 
container or sack placed on the pan 
with the known standard weights is 
commonly referred to as “tare.” 

The bulk products were weighed and 
examined first. The method used in 
weighing sugar is typical of that fol- 
lowed for all commodities. The stu- 
dent in charge of the merchandise 
purchased from independent stores 
called out the name and number of 
the store where the purchase had been 
made and the amount it was supposed 
to weigh. Mr. Baucom then weighed 
it and indicated the “overweight” or 
“underweight” in fractions of an ounce, 
and the Recorder noted all this down 
on a special form prepared for inde- 
pendent stores. After the five pur- 
chases of sugar from independents had 
been weighed, the same method was 
used in weighing the five purchases 
from chain stores and the results were 
written on the special chain-store forms. 


Results of the Study: Weights of Bulk 


Commodities 


The source of the bulk commodities 
purchased and their “requested”’ and 
“actual” net weights are given in 
Table 1. Columns 7-11 show in sum- 
mary form the relative standing of 
independent and chain stores as regards 
the giving of accurate weights. An 
examination of the table reveals several 
interesting facts: 

(a) On sugar the chain-store weights were 
more accurate. Two independents gave 
short weight whereas all chain stores gave 
full weight or better. 
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(b) On green snap beans the chain stores 
made the better showing although one 
store was short by one ounce. 

~ (c) On dry beans all chain stores shopped 
full weight or better. One indepen- 
store gave 4546 ounces overweight but 
the purchase from the other was slightly 
underweight. 

(d) On ground coffee the chain stores 
were more accurate. They gave full 
weight in every instance. The purchase 
from one independent store was under- 
weight by 746 of an ounce. 

(e) On round steak one chain store and 
two independents gave short weight. 

(f) On rice the showing of the two groups 
was about the same. Two chain stores 
and two independents gave short weights. 

(v) On cheese one independent was short 
in contrast to two chain stores. The 
second chain store, however, was short 
only }4¢ of an ounce. 

(h) On lard and butter the chains made 
the better showing, since four out of five 
independents gave short weight and in 
one case the shortage was over three ounces. 

(i) Sausages and frankfurters could be 
purchased only from chain stores. The 
three purchases of sausage were overweight 
but the frankfurters were short in weight 
by l4¢, of an ounce. The buyer was 
charged for one pound. 


gave 


lant 
GCilt 


Summarizing, the chains gave more 
accurate weights on six classes of 
bulk commodities purchased, the in- 
dependents were more accurate on one, 
and the standing of the two groups 
was about equal on one. Chain stores 
gave the exact weight requested on 
seven purchases and the independents 
on none, 

In order to see if certain stores, 
independent or chain, could be singled 
out as being open to suspicion, the 
data shown in Table 1 were rearranged 
in Table 2 for independent stores and 
in Table 3 for chains. 

_An examination of Table 2 shows 
that stores No. 1, No. 7, and prob- 
ably No. 8 intended to give honest 
No. 8 is a store of medium 
size located in a secondary shopping 


we iwhts. 


pil 


center. It has large computing scales 
of a standard make. Stores 3 and 6, 
on the other hand, probably did not 
intend to give accurate weights al- 
though each gave overweight on one 
product—possibly the scales were not 
accurate. No. 3 is a large, well-located 
store equipped with up-to-date weigh- 
ing devices. We were surprised to 
find this store giving short weights. 
Stores 4, 9, and 10 appear at least to be 
“‘careless” in their weighing and the 
same thing certainly is true of store 
2. Two students made purchases of 
round steak at this store at different 
times. From the description given it 
would appear that the same salesperson 
waited on both students. The first 
purchase was overweight by 8{¢ of an 
ounce, the second was short in weight 
by 2%, ounces. Each student was 
charged 40 cents. 

A similar analysis of the data appear- 
ing in Table 3 for chain stores shows, 
first, that chain organizations E, D and 
B were most accurate in their weights. 
Store B-2 made no adjustment in 
price, however, for the short weight 
of 154, ounces on cheese. Stores 2 
and 4 in organization A made no 
adjustment in price for their short- 
ages on frankfurters and steak. Store 
A-3 on the other hand gave liberal 
weights on all purchases. It should be 
mentioned that Store A-1 could make 
no adjustment in the price of a pound 
of cheese for a shortage of only %¢ of an 
ounce. Probably only a skillful clerk 
could come this close to cutting exactly 
one pound. In the case of store C-2 
the clerk apparently was careless rather 
than dishonest, since his overweights 
exceeded his shortages and the over- 
weights were on the more expensive 
products. There were no shortages in 
any of the chain stores on sugar and 
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45° 
TaBLeE 2. ComMopitTiEs PurcHAseD IN BuLK aT INDEPENDENT Stores 
Overweight ! Shortweight 
Independent | — l i = “ 
Store | | 
| Amount Amount 
» | j | 
Number Product Over a | Product Short | mel 
| (Ounces) | | (Ounces) Short 
I SECC CC CTE 1 %6 
ree re 21346 | | 
| 3'%e | o 
2 Snap beans.......... 1246 Seer 3 Ke ms 
Dry beans........... 4 %e | Round steak......... 2 Ke | 
Coffee (bulk)........| 3 Ke | (zd purchase) 
L 
Round steak......... Sie | 
| 86 | 5 He 
3 GR eS x iiaeeeena He | | Saap beans... 2.20% 346 
errr He 
cacassh ktevasaae 86 
6 1h, 
4 RL.  cvinkeki nas 2 Me | Snap beans.......... 1 Ke | 
Round steak......... Ke | 
| 2 He | 113, 
5 No bulk goods purchased at this store. 
casing | = 
6 Round steak......... | 1 Me  ientoecakia Ke 
En ere 6 
DL ccnsinnccediuse %s 
OS ROSE ee eve Re 
1 %¢ 1 Ke 
7 EE PEE 11% 5 
Ce ES ees He 
| Rice Sie | 
| Cheese... .cccccesees 31246 
| | 516 0 
8 Ro racdweneeade I PR ccasrsiccccacn ie 
Cheese %6 Dry beans........... Ve 
1 %% ra 
9 Snap beans.......... 1 Ke | OE nis cvasaceve Ke 
DMRS sp akediaca passe 1346 | | P 
| 2 ] A6 
10 ann de Silat I || Lard abv caetaeelnes He 
eee ree %6 | 
| 1% || 6 
a i] —— 
Totals 19 products 27 Xe 15 products | 10 946 
| | — 
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TABLE 3. 
Overweight | Shortweight | Weight Correct 
wot al | Amount | Total Amount | Total 
= Product Over | Over Product Short Short Product 
(Ounces) (Ounces) (Ounces) | (Ounces) 
| 
= | ecu 
| Cheese (bulk) ie Butter 
| Frankfurters Dry beans 
Snap beans 2%e Sugar 
Coffee si8 P | 
R 
‘ Sausage 346 | 346 | Round steak 1% 6 1946 
|e \ Me | 
; lett . | Cheese (bulk) 1 %e6 1 %6 _ =| Butter 
; Sugar is 
Snap beans 1546 | 
Coffee Sis 
Round steak Me 
Rice Hie 
Bulk sausage Hie 2%. | 
Coffee Xe | 346 | Snap beans I I | Cheese 
Sugar | 1416 | Rice (bulk) 1446 | 
Round steak 546 Lard (bulk) Ses | 
Bulk sausage | 1 346 asi, | Ife | 
Sugar | Sis | Rice (bulk) He | 
Snap beans 1 %6 | 
Dry beans | Me 
Coffee Ke 
Cheese | Me | a'KHe He 
7 Sugar | Ke | Cheese 
Snap beans Ke Lard 
Coffee Me | 
Rice (bulk) Ke 1 Me o 
T tals 24 products a ere 121% 4 | eee eer | 5 %e | 7 products 
coffee, commodities which usually are than the chains. No consideration, how- 


weighed in advance of their sale. 
Summarizing the data which appear 
in Tables 2 and 3 we find: 


1. Chain stores gave correct weight or 
verweight on 31 purchases out of 39. In 
ther words, the weights were short on 
approximately 20% of the purchases 
from chain stores. It is thought, however, 

that the weight on cheese discussed above 

re A-1) should be counted as “accu- 
rate” for that commodity. Weights, then, 
were short on 18% of the purchases from 
chain stores. 

2. Independent stores gave _ correct 
weight or overweight on 19 purchases 
out of 34, or the weights were short on 
approximately 44% of the purchases from 
independents. 

3. The average overweight for chains 
was 0.5 of an ounce and for independents 
* ounces. The average shortage for 

hains was 0.67 of an ounce and for 
Ew 0.70 of an ounce. Where 
Overweights occurred, the independents 
gave more liberal weights on the average 


ever, can be given to this fact in the present 
study. The giving of short weight on one 
commodity sold cannot be excused because 
a dealer chances to give liberal weight on 
certain other sales. He may give short 
weight on expensive commodities and 
liberal weights on those that are cheap. 


No matter what method is used in 
analyzing the data it is evident that 
on the whole the chain stores shopped 
gave more accurate weights on bulk 
merchandise than did the independent 
stores. There is room for improve- 
ment, however, in both groups. 


Weights of Branded Articles 


The net weights of the contents of the 
branded articles purchased, with the 
exception of the five soaps, were re- 
corded on a form similar to that shown 
in Table 1 for bulk commodities, the 
only difference being that the “net 
weight of the contents as printed on 
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the container” was shown in column 
4 instead of the “weight requested by 
shopper.”’ The method used in weigh- 
ing was explained earlier. No evidence 
was disclosed in the course of this 
investigation that would lead us to 
conclude that the manufacturers of 
any of the branded articles examined 
were packing two different products, 
one for chain stores and one for 
independents. 

Eleven of the branded articles ex- 
amined were full weight or overweight 
on all purchases. The net weight of 
the contents of the seven other branded 
commodities, however, was slightly 
less than that indicated on the outside 
of the container for one or more pur- 
chases of each brand. Since some of 
these shortages may have resulted 
from a single faulty shipment of the 
brand in question, it was thought that 
it would be unfair to the manufacturers 
or packers concerned to mention any of 
these brands by name. A detailed 
analysis was made of the shortages in 
weights. No evidence whatever of 
discrimination between chains and inde- 
pendents was disclosed. In the case 
of branded product A only one box 
out of five examined was short weight, 
and this was purchased from indepen- 
dent store No. 1. One box of branded 
product B purchased from chain store 
C-2 was short %, of an ounce. In 
the opinion of the judges, however, 
this product might vary this much or 
more in weight according to storage and 
weather conditions since it contains 
some moisture when packed. Only one 
out of five cans of branded product C 
was full weight, and that can was 
purchased from independent store No. 
9g. The can purchased from indepen- 
dent store No. 5 was short in weight; 
therefore, there was no evidence of 
discrimination between the two classes 


of retailers. Three out of five cans of 
branded product D were short jp 
weight. Since cans purchased from 
independent store 3 and chain store B., 
showed exactly the same shortage and 
the purchase from chain store A-3 was 
overweight, no question was raised 
concerning discrimination in the pack- 
ing of this product. 

Three of the five purchases of branded 
product E were underweight but, since 
the can purchased from independent 
store No. 1 was short 44g of an ounce. 
this product was not open to suspicion. 
Two cans of branded product F were 
not full weight, but since the contents 
of the can purchased from the indepen- 
dent store weighed 134, of an ounce 
less than the one bought from chain 
store A-1, there appeared to be no 
evidence of discrimination. The can 
purchased from chain store B-2 was 
124, of an ounce overweight; and the 
one from store C-2 was %@ of an ounce 
overweight. Three out of five cans of 
branded product G were short in 
weight, but one was purchased from 
independent store No. 7 and the can 
bought from chain store A-2 was %, 
of an ounce overweight. There is no 
evidence, therefore, of discrimination 
in the packing of this commodity. 

Several other branded articles were 
weighed or examined in a somewhat 
different manner than those discussed 
above. Three one-pound cans of 
Crisco were purchased from chain stores 
and one from independent store No. 
2. Since we had no means of heating 
the empty cans in order to completely 
remove the contents the judges ruled 
that only the gross weights should be 
recorded. All cans appeared to be ot 
exactly the same size and thickness. 
A comparison of the gross weiglits 
revealed no evidence of discrimination. 

The judges were of the opinion that 
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weight of a cake of soap was not 
ularly significant since it might 


L 
tne 


parti ; 

vary according to whether the product 
had been stored a long or a short time, 
whether it had been stored in a dry or 


moist place, and whether it had been 
placed near a radiator or in an unheated 
stock room. Cakes of Ivory, P. and 
G., Octagon, and Life Buoy soap were 
weighed and examined. Since net 
ts were not printed on the wrap- 
the judges decided that weights 


welgn 


pers, 


should be recorded only by comparison. 
One cake of each brand was selected 
as a “standard.” It was placed on 


the left pan of the scales in place of 
the known standard weights, and the 
brand to be compared to it was placed 
ontherightpan. Differences in weight, 
as indicated by the scale pointer, were 
recorded on a special form. No ques- 
tion of discrimination in the type of 
product sold to the two classes of 
retailers was raised as a result of this 
examination. 

Since the net weight of the contents 
of the Gold Dust Washing Powder 
as printed on the boxes differed, the 
five purchases of that product were not 
weighed. The indicated net weight 
on purchases from independent store 
No. 4 and chain store B-1 was 7 ounces. 
The net weight printed on the three 
other cartons purchased from inde- 
pendent store No. g and chain stores 
D-1 and A-2 was 6 ounces. The Gold 
Dust Corporation states that the 7- 
ounce package was discontinued some 

me ago and that no discrimination 
between classes of retailers has been 
made. Our purchases indicate that 
there has been no discrimination be- 
tween retailers in Durham. 

_In summary, while one might reason- 

y question why certain branded 
articles examined are not full weight, 
ne has no reasonable ground for 


believing that manufacturers of any 
of the articles studied have packed a 
special “short-weight” container for 
the chain-store trade. Certain of the 
brands appeared to us to show too 
wide a variation in weight. Where a 
manufacturer is unable to get the exact 
weight it would seem preferable to 
make certain that his product without 
exception will be overweight. 

So far as the judges could determine, 
in no instance was there a significant 
difference in the quality of product 
sold by the two groups. ‘The contents 
of the packages examined looked the 
same and tasted the same. Some 
breakfast foods were fresher than others 
and the cans of peaches did not contain 
exactly the same number of half peaches 
of exactly the same size. To be abso- 
lutely certain that two cans of peaches 
were of the same quality it would have 
been necessary to make a chemical 
analysis of each in order to determine 
the sugar content of the juice, and this 
we had no means of doing. 

There appears to be considerable mis- 
understanding regarding the amount 
of uniformity that customers have the 
right to expect in canned fruit bearing 
a manufacturer’s brand name. In the 
first place, a large company packs 
several recognized grades of canned 
fruit, and in making a comparison one 
must be certain that the cans compared 
are of the same grade, as indicated by 
the label. For example, one well- 
known company packs six grades of 
peaches, as follows: Fancy, Choice, 
De Luxe, Standard, Seconds, and Pie. 
Another well-known company also has 
six grades: Quality, Choice, Stand- 
ard, Second, Water, and Solid Pack 
Pie. Both the sugar content of the 
juice and the number of half peaches 
in a can vary according to the grade. 

In the second place, in cans of the 
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same grade the number of pieces varies 
between established limits depending 
on the size of the fruit. For example, 
the number of half peaches in a can of 
the first company’s “‘Fancy”’ Peaches 
varies from 7 to 11 for a number 24% 
can and from 25 to 29 for a number Io 
can. All Rng Peaches, however, 
are packed in 55% pure cane syrup. 
The limit of variation in peach halves 
in different sizes of containers packed 
by the second company is as follows: 





| 
| Size of Can} Number of 


Designation 





Halves 
B-halves..............;No2§ | 5 
M-halves.............| No. 2 | 6to7 
Regular halves.........| No. 244 | 8 to 12 
Regular halves.........| No. 2 tall| 6tog 
Regular halves.........| No. 1 tall 6 to 8 





The fruit in the number 2 and number 
1 tall cans is slightly smaller than 
that in the number 2}4 cans, as it is 
graded in size to fit the container. 

The mere fact, therefore, that a 
can of the first company’s “Fancy” 
Peaches purchased at a chain store con- 
tains 8 half peaches and a can of the 
same grade purchased elsewhere has 11 
half peaches is in itself no indication of 
discrimination in packing. ‘Two cans 
purchased from the same store, chain or 
independent, at different times or even 
at the same time, might show as much 
variation. It would be unreasonable 
to expect absolute uniformity in the size 
of a product such as peaches. One 
could not assume that there was evi- 
dence of discrimination unless repeated 
tests showed that the weight of the 
fruit, exclusive of juice, packed for one 
class of retailers was less than that 
packed for the other or that there was 
a similar difference in the sugar content 
of the juice. The only other evidence 
of discrimination between classes of 
customers would be in case a can of a 


HARVARD BUSINESS REVIEW 


certain size was reserved exclusively 
for one group of retailers. 

What has been said of canned peaches 
applies also to canned apricots, cherries, 
and pears. One company, for example. 
uses the same names for the grades 
of these products as for peaches with 
the exception that there is no special 
grade. The range between the estab- 
lished limits, of course, is greater in a 
product like cherries than for peaches, 
A number 24 can of a named brand of 
cherries, Fancy Grade, contains from 
56 to 84 cherries and the juice is 40% 
pure sugar syrup. A number 24 can 
of Fancy Pears contains from 7 to 11 
halves and the liquid is 40% pure sugar 
syrup. A number 2) can of apricots 
contains 12 to 24 halves and the syrup 
is 55% pure sugar. 

Canned sliced pineapple varies less 
in size than the fruits mentioned, 
although several different grades are 
packed. One large company packs 
three grades, Fancy, Standard and 
Broken Slices. These are packed under 
different labels and there apparently is 
no confusion in grade. Another well- 
known company also packs three grades, 
Quality, Standard, and Broken 
Slices. The grades are indicated clearly 
on the labels. The slicing of pine- 
apples is done by machinery and slices 
for a single grade and size of container 
are said to be of uniform thickness. 
Eight slices of the best grade, for 
example, are packed by both com- 
panies for the domestic trade in the 
number 214 can, eight slices in the 
number 2 tall can, and four slices 
in the number 1 flatcan. The vertical 
height of cylinders of pineapple packed 
in cans of the same size is constant; the 
slices of course are thicker in the tall 
cans. 

We do not believe that the canning 
companies, whose products were ¢x- 
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amined in this investigation, are dis- 
criminating in any manner between 
classes of retail customers in Durham. 
We have no first-hand knowledge re- 
varding other companies which pack 
fruit products. If more information 
concerning the grade were placed on 
can labels, inexperienced buyers would 
know exactly what to expect as regards 
the quality and size of the fruit packed 
therein. This practice would also les- 
sen the danger of misunderstanding 
and confusion resulting from a compari- 
son of different grades the labels of 
which appear to be almost the same, at 
least to the untrained eye of the infre- 
quent male shopper. Educational ad- 
vertising which informs consumers of 
the quality of the product packed under 
each grade name, such as that developed 
by the Hawaiian Pineapple Company, 
is to be commended. 


Conclusion 


In conclusion, this investigation in- 
dicates that the chain stores in Durham 
are giving more accurate weights on 
bulk commodities than independents. 
Their overweights were smaller on 
the average and their shortages were 
fewer in number. The exact weight 
requested was given on 18% of the 
purchases from chain stores and on 


none of the purchases from indepen- 
dents. The monetary loss occasioned 
by short weights on the bulk pur- 
chases from each group—six cents 
on chain-store purchases and fifteen 
cents on commodities bought from 
independents—was more than offset 
by the added value of the overweight 
commodities for the group. Thus, so 
far as this investigation could deter- 
mine, it is evident that blanket charges 
of dishonesty in weighing directed at 
either group as a whole are unjustified. 
Since even the two small independent 
stores shopped were equipped with 
computing scales of standard makes, 
it would appear that none of the short- 
age in weight resulted from the use of 
obsolete weighing devices. 

In the examination of the 24 branded 
articles no evidence was found that 
would lead to the conclusion that 
special containers are being packed 
for chain stores. It is difficult to 
believe that any reputable manufac- 
turer, who has a well-established de- 
mand for a packaged food bearing his 
brand name, would consider jeopardiz- 
ing the consumer good-will, which it 
has taken years to build, by distributing 
to a portion of his consumer customers a 
product inferior in quality or short in 
weight. 














HOW CHICAGO IS ATTEMPTING TO SOLVE 
ITS TRACTION PROBLEM 


By HENRY P. BRUNER 


N April 1, 1931, the reor- 
() ganization managers, Halsey, 

Stuart and Company, declared 
operative the Reorganization Plan and 
Agreement for Chicago’s existing local 
transportation companies. Thirty 
years after the first proposal of a 
unified local transportation system, 
by Colonel Bion J. Arnold, such unifica- 
tion is guaranteed. 

As early as 1905, it was generally 
recognized that an efficient local trans- 
portation company should include sur- 
face, subway and elevated lines in a 
coordinated operation. For years this 
principle has been enunciated by trans- 
portation engineers, city officials and 
civic leaders. Numerous’ attempts 
have been made to bring about a 
unification of the local transportation 
companies, but each time heretofore 
the project has failed. Lack of co- 
operation on the part of the parties 
affecting its success—the companies, 
the bankers, the Government'—or 
defeat at the polls was responsible. 

The explanation of the numerous 
delays which have occurred in reaching 
the present goal involves a consideration 
of the history and difficulties of local 
transportation in Chicago. 


History of Local Trans portation— 
Surface Lines 


The year 1900 found street-cars 
in operation in Chicago for more than 
forty years. Prior to this time twenty- 


‘ Coordinated action on the part of the city officials, 
City Council, Illinois Commerce Commission and the 
Illinois General Assembly was required. 
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one different companies had rendered 
local transportation service. As a re- 
sult of consolidations six were operating 
in 1902. 

The franchises of these six lines began 
to expire about 1905. Street-railway 
franchises were limited to twenty years 
by an old state law, the antiquity 
of which was reflected in its title— 
“The Horse and Dummy Act.” In 
response to the coercion of public 
opinion a comprehensive traction pro- 
gram—The Settlement Ordinance—was 
framed. This ordinance was passed by 
the City Council and approved by a 
vote of the people in April, 1907. 
Chicago’s chronic traction question 
was believed to be settled for genera- 
tions on an ideal basis. In the financial 
reorganization thus imposed upon the 
companies, many millions of dollars 
of securities were wiped out. 

The Settlement Ordinance provided 
a franchise for the local street-railway 
companies for another twenty years 
and prescribed closer coordination of 
street-railway service. This included 
through routing on twenty-one lines 
and, with one exception, free transfer 
privileges between all the different com- 
panies. This represented an innova- 
tion. Prior to this time each company 
had been rendering such service as it 
saw fit without proper regard to coordi- 
nating its service with that of the other 
companies. Each of the companies, 
however, was operated by its own 
separate management. The ordinance 


2 The Calumet and South Chicago Railway Com- 
pany was not a party to this transfer arrangement. 
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hanged neither the status of ownership 
ior the independent corporate existence 
‘ any of the companies. 

One of the significant provisions 
of the 1907 franchise was the estab- 
lishment of a Board of Supervising 
Engineers with authority to prescribe, 
among other things, standards and 
specifications for additions and renew- 
als, as well as the form and manner 
of accounts; and with authority to 
record additions, extensions, renewals 
and retirements to the capital value as 
determined on June 30, 1906. Such 
supervision over construction is unique 
in transportation history, and since 
1907 over 150 million dollars has been 
expended under the jurisdiction of this 
Board. 

The Settlement Ordinance also estab- 
lished a maintenance fund of 8% and 
a renewal and depreciation fund of 
6% of gross revenue. It was further 
provided that any amount unexpended 
for maintenance or renewals would 
not accrue to the company, but must 
be deposited under trust for later 


expenditure. Any monies in this fund 
would go with the property in the 
event of future purchase by the city, 
with no increase in the purchase price. 


This provision was largely responsible 
for the excellent physical condition 
{ the surface lines in the face of 
xpiring franchises in 1927. 
\ third significant provision of this 
i907 ordinance was that payment to 
the city for the use of the streets 
would be 55% of the net receipts 
remaining after all operating expenses, 
h as maintenance, renewals, depre- 
ciation, insurance, legal fees, salaries, 
taxes, expense of Board of Supervising 
Engineers, and 5% interest on the 
capital value, had been deducted. 
Referendum votes on municipal 


) 


( 
e 


ownership previous to 1907 had regis- 
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tered heavy majorities in its favor, 
largely due to the active campaign 
carried on by its advocates. In defer- 
ence to municipal-ownership sentiment 
there were three alternatives provided 
in the Settlement Ordinance upon 
the expiration of the franchise: (1) 
purchase of the lines by the city, 
(2) purchase by another corporation 
to be licensed by the city, and (3) 
renewal of the franchise to the existing 
companies. 

In 1913, an operating unification 
of the street-railways was made possible 
by the “Unification Ordinance,’”* and 
included the four constituent companies 
then in existence: namely, the Chicago 
Railways, the Chicago City Railway, 
the Calumet and South Chicago Rail- 
way and the Southern Street Railway. 
These companies, while retaining their 
separate corporate existence, were oper- 
ated as a unified system by a joint 
agency known as the Board of Opera- 
tion. This Board consisted of three 
representatives selected by the Direc- 
tors of the Chicago City Railway 
and four representatives so selected 
by the Chicago Railways. With this 
ordinance the Chicago Surface Lines, 
an operating board, came into being. 
Through routing resulted, eliminating 
a number of downtown terminals, and 
universal free transfers were issued 
and accepted by all four companies. 

A great step toward further unifica- 
tion was taken in 1916, when the 
City Council appointed the Traction 
and Subway Commission to report 
on local transportation. An ordinance 
based largely upon the recommenda- 
tions of this Commission, providing for 
a new company to take over the sur- 





3 This ordinance was passed by the City Council, 
recommended by the management of the companies, 
and approved by the stockholders. It was put into 
effect February 1, 1914. 
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face and elevated lines,‘ but also includ- 
ing eventual municipal ownership and 
operation, was defeated at a referen- 
dum in November, 1918. 

There then occurred a lapse of seven 
years in which there were no major 
attempts to provide a legal basis for 
realizing the unified transportation ob- 
jective. In 1925, however, the late 
Mayor Dever urged a comprehensive 
unified system of city-owned surface, 
elevated and subway lines. The plan 
was to buy the lines without actual 
cash or special taxation. Payment 
was to be in Municipal Railway Certif- 
icates, statutory authority for which 
existed. These certificates were to bear 
interest at six per cent, to be secured 
as to interest and principal by mort- 
gages on the properties, and to be 
redeemed out of earnings only within 
forty years. Representatives of the 
properties agreed to recommend, to 
their investors, acceptance of these cer- 
tificates in exchange for their securities. 

On February 27, 1925, an ordinance 
embodying the “‘Dever Plan” was 
approved by the City Council, with 
only four aldermen dissenting. A spe- 
cial referendum election was called. 
The vote was on two propositions: one 
covered acquisition of the properties 
by the city, or municipal ownership; 
the other, subsequent operation by the 
city, or municipal operation. 

The plan was supported by the city 
administration, the Mayor’s own party 
organization (Democratic); all but five 
of the fifty aldermen; the Chicago 
Association of Commerce; more than 
1,000 neighborhood civic and business 
organizations; the Chicago Real Estate 
Board; most of the women’s clubs; a 
score of labor leaders; a majority of 
the city’s “‘prominent citizens” and 


*The Chicago Local Transportation Company 
(incorporated not for profit). 


“better element”; and the Chicago 
Tribune, Daily News and Evening Post, 

The plan was opposed by former 
Mayors William Hale Thompson 
(Republican), Edward F. Dunne 
(Democrat) and Carter H. Harrison 
(Democrat), by the Hearst newspapers 
(morning and evening), by the Chicago 
Evening Journal (the only avowedly 
Democratic paper in Chicago) and by 
the Chicago Federation of Labor, the 
Public Ownership League, the Farmer- 
Labor Party, the Cook County Real 
Estate Board, and the Chicago Board 
of Trade. 

One feature of the campaign was 
unique. Some opponents of govern- 
ment ownership were for the plan as 
offering apparently the only feasible 
method of breaking a dead-lock and 
beginning consistent development of 
unified transportation and rapid transit. 
The more radical government-owner- 
ship advocates were against the plan 
because of its “‘restricted municipal 
ownership.” 

The result was a majority of more 
than 100,000, out of a total vote of 
approximately 555,000, against both 
purchase by the city and subsequent 
municipal operation. 

It is admitted by practically every- 
one who studied the compaign and 
its results that opposition to municipal 
ownership was the main factor in the 
result. This conclusion is supported 
by the many and comprehensive straw 
votes taken by the newspapers and 
others, the results of which, as to 
sentiment for and against municipal 
ownership, nearly paralleled the elec- 
tion results. 


History of Local Transportation 
Elevated Lines 


Elevated-railroad service has been 
provided in Chicago continuously since 
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middle of 1892, and all four of the 
ginal companies—the South Side 
E levated, the Oak Park Elevated, 

he Me tropolitan West Side Elevated 
eer the Northwestern Elevated—began 
ie within the ensuing eight-year 


opere 
period. 

These four companies made the first 
step toward unification in 1911 when 
they were brought under one manage- 

Through routing of trains and 
free transfers from one system to 
another were inaugurated in 1913. 
The corporate consolidation of all of 
these companies, however, was effected 
nly in January, 1924, when they were 
mbined into one company under the 
ame of the Chicago Rapid Transit 
Company. This company was organ- 
ized under the Railroad Act of Illinois 
for a term of 50 years, renewable for 
periods of 50 years each. With this 
legal authority the company had the 
right to conduct its business indefi- 
nitely, subject to all lawful regulations 
by public authority. 


ment Le 


Cc 
n 
ik 


History of Local Trans portation—Motor- 
coach Lines 


Local motor-bus operations in Chi- 
cago had their inception in March, 
1917. After financial difficulties result- 
ing in a receivership, the Chicago 
Mot. 1 Coach Company was organized 
and has given motor-coach service 
continually since October, 1922. 

In the petition for Certificates of 
Convenience and Necessity for the 
operation of motor coaches in 1917, 
a distinction was made between “ plea- 
sure riding” and “business riding.” 
(he routes over which Certificates of 
Cor venience and Necessity for motor- 
coach operation were sought were con- 
fir wai to the boulevards and park 
systems of the city, and it was pre- 

minantly such service that was ren- 


dered by the Motor Coach Company 
until 1928. 

Shortly after the expiration of the 
surface-lines franchises, the Chicago 
Motor Coach Company sought to be- 
come a general transportation agency 
and petitioned the Illinois Commerce 
Commission for Certificates of Con- 
venience and Necessity over practically 
all of the streets of Chicago. At the 
same time the residents particularly in 
the northwest section of the city were 
clamoring for extensions to local trans- 
portation service. The Illinois Com- 
merce Commission had no jurisdiction 
over the surface lines, it concluded, 
because they were in a receivership, 
and accordingly could not order the 
surface lines to provide any additions 
or extensions either by street-cars or 
by buses. Certificates of Convenience 
and Necessity were thereupon granted 
to the Motor Coach Company author- 
izing them to provide such service. 
Upon appeal carried to the Illinois 
Supreme Court the contentions of the 
surface-line companies were sustained 
in the two decisions given. ‘The court 
upheld the theory of monopoly: that 
the surface lines were serving the 
territory in question and that any 
additions and extensions to local trans- 
portation to the section in question 
should be made by the surface lines. 

Because of the limited expansion 
possible to the Chicago Motor Coach 
Company, the relatively small amount 
of traffic handled by the Motor Coach 
Company under its existing franchise 
rights, and the independent charac- 
teristics of its operation, this company 
has not become a factor in the proposed 
reorganization.°® 





5 The ordinance does provide, however, sufficient 
authority for the acquisition of the motor-coach 
properties at any subsequent date which the manage- 
ment and the transportation commission may decide 
upon. 
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The proportion of passengers carried 
by each of the three systems is: 





Per Cent of Total 





| 





| 1925 | 1926 | 1927 | 1928| 1929 | 1939 
SUSUR Wee Ga Sine ae | 
Chicago Surface | | 
Lines. . 75- 5) 75.5; 75.5| 76.8 77.15| 77.03 
Chicago ‘Rapid! } 
Transit Lines. . .. 19.4) 19.7) 19.4) 17.9 16.92) 17.28 
Chicago Motor | 
Coach Company.} 5.1} 4.8) 5.1} 5.3) 5.93] 5.69 
oe ‘Too. 0 100.0 100.0) 100. ojr00. 00/ 100.00 








Status of the Traction Problem in 1928 
and the Plan for Unification 


Prior to the expiration of its fran- 
chises in 1927,° the Chicago Railways 
Company, the largest of the constituent 
companies of the surface lines, was 
thrown into a receivership to conserve 
its assets. Later, in 1930, through 
similar proceedings, the other street- 
railway companies also came under the 
jurisdiction of the Federal Court. 

As a result of the referendum on the 
various traction issues in 1925, no 
further municipal-ownership programs 
were sponsored. When the Committee 
on Local Transportation of the City 
Council again took up the traction 
problem in the fall of 1928, they 
sensed that public sentiment favored a 
unified privately owned and operated 
local transporation company. ‘This re- 
quired enabling legislation. Specifi- 
cally, it was necessary to have an act 





® Several attempts had been made by the surface 
lines to secure a renewal or extension of the franchises 
of the respective companies prior to 1927. The 
elevated railroad likewise in 1925 offered to construct 
a north-south cross-town artery which would not go 
through the loop. The city authorities have main- 
tained a consistent position on this matter since the 
1907 ordinance; namely, no additional franchises 
would be given to either the surface lines or the 
elevated lines unless and until the two properties were 
unified and coordinated under a single management. 
The authorities would not consent to a half solution. 
In the sale of the surface and elevated properties to 
the Chicago Local Transportation Company the city 
will have gained its long-standing objective. 
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passed authorizing a single company to 
acquire local street-railway properties, 
railroad properties and motor-coach 
lines in cities in Illinois of 500,000 
population or over. The rapid-transit 
lines were organized under the Railroad 
Act, whereas the surface lines were 
organized under the provisions of the 
Street Railway Act or the Horse and 
Dummy Act. In addition, it was 
necessary to change the statutory pro- 
visions with respect to a twenty-year 
limit for a street-railway franchise ip 
Illinois to permit a longer period for 
financing.’ The statutes were altered 
to provide, at the option of the City 
Council in any community, either a 
street-railway franchise for a term of 
40 years or a terminable permit. 

In order to secure “‘Home Rule” 
of the local transportation company, it 
was necessary to pass legislation pro- 
viding for a local Transit Commission’ 





7 The necessity for this was conspicuously illustrated 
by the plight of the surface-lines companies upon the 
expiration of their franchises. These companies 
were in a receivership even though they were earning 
a 6.3% return upon their capital value, simply because 
they could not finance refunding requirements upon 
the expiration of their franchises. 

§ This Commission is a quasi-judicial body and, as 
provided in the new legislation, shall consist of three 
members appointed by the Mayor with the advice 
and consent of the City Council. The initial term of 
office for one member shall be two years; the second 
member, three years; the third, four years. There- 
after the term of office shall be four years. 

The Mayor’s term of office in Chicago is four 
years, beginning on the first Monday in May of the 
years 1931, 1935, 1939, etc. After the initial appoint- 
ments to the Transit Commission each Mayor will 
appoint three members during his own term of office. 
Predicting January 1, 1932, as the date of the com- 
mencement of the Transit Commission, a Mayor wil! 
be in office eight months before he makes an appoint- 
ment to the Transit Commission. A Mayor will 
have only one of his appointees during the first thirty- 
two months of his term of office. During the suc- 
ceeding twelve months the Mayor in office will have 
appointed two members on the Transit Commission. 
Two-thirds of his term will have passed before 
appointees of the Mayor in office will have a maj ority 
vote on the Transit Commission. During the !ast 
four months of a Mayor’s term all three members of 
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ise all the powers previously 
| by the Illinois Commerce 
mmission in regard to local trans- 
nortation in cities in Illinois of 500,000 
population or more. 
' In connection with the construction 
of a subway, assuming that part of the 
cost thereof was to be paid by special 
assessment, it was advisable, in order 
to make the construction cost less 
burdensome to abutting property own- 
ers, to increase the period over which 
the special assessments could be paid 
from 20 to 40 years. It was likewise 
necessary to secure legislation authoriz- 
city to construct or otherwise 
acquire subways and tunnels, without 
ining frontage consents from prop- 
y owners, and to make special 
assessments for such construction. 

The City Council Committee real- 
ized, after extended meetings with 
representatives of all the local transpor- 
tation companies, investment bankers, 
attorneys, engineers and others, that 


Tt y 
Ing 


the problem of preparing an ordinance 
“providing for a comprehensive unified 
local transportation system” was one of 
reconciling in so far as possible the 


many conflicting interests of the city 
This a small com- 


and the companies. 

mittee could do to better advantage. 
\ subcommittee was, therefore, ap- 
pointed to prepare an ordinance. Asa 


prerequisite, it was necessary to have a 
financial plan which would insure the 
acquisition of the existing companies 
by a new company and permit the 
raising of the necessary amount of new 
money for additions and extensions. 
(he companies presented their views 
to the subcommittee, together with the 
perating results that might be expected 

lransit Commission will be his appointees, but 

f office of all these members will carry over 

e next administration. The compensation of 


I embers as prescribed by the statute is “such 
s is fixed by the City Council.” 
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in the new consolidation. After this 
subcommittee had worked on an ordi- 
nance for approximately six months, 
Federal Judge Wilkerson, before whom 
the traction receivership proceedings 
were pending, appointed a Citizens 
Traction Settlement Committee’ to 
cooperate with the City Council Local 
Transportation Committee in the for- 
mulation of proper amendments to 
the laws of Illinois and in the drafting 
of an ordinance. 

Immediately following its appoint- 
ment, the Citizens Traction Settlement 
Committee made an intensive survey 
of the whole problem. This Com- 
mittee realized that enabling legislation 
was the first work to be completed. 
This was also the conclusion of the 
City Council Committee, as previously 
stated, but no bills had been prepared 
to cover the eight statutory changes 
which were recognized by both Com- 
mittees as necessary. After long con- 
ferences with representatives of the 
city and the companies, seven bills were 
evolved. Then public hearings were 
held, prior to which it was announced 
that everyone having any ideas should 
come in and express them. ‘The Coun- 
cil Committee on Local Transportation 
also held hearings” and at their conclu- 
sion recommended the legislation by a 
vote of 14 to 1.1! The City Council, 





® Composed of James Simpson, merchant, Chair- 
man; Col. A. A. Sprague, former Commissioner of 
Public Works under Mayor Dever; Chas. M. Thomp- 
son, Dean, School of Commerce, University of 
Illinois; John C. Carroll and Joseph R. Noel, outlying 
bankers. Attorneys were Walter L. Fisher, Special 
Adviser to the Federal Court; Sidney N. Gorham, 
then President of the Chicago Bar Association, and 
Allan T. Gilbert. 

10 The Committee was advised by its own consult- 
ing engineer, Major R. F. Kelker, Jr., one of the 
foremost transportation experts of the country. 

11 The one vote was cast by an alderman who was 
president of the Municipal Ownership League. He 
was defeated by his constituents at the following 


election. 
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as a body, then endorsed the legislation 
by a vote of 49 to I. 

The bills were taken to Springfield, 
the state capital, by the Council Com- 
mittee on Local Transportation, headed 
by its Chairman, former Alderman 
Joseph B. McDonough, now County 
Treasurer. Hearings were held there. 
In order that everyone might be heard, 
the House Committee went to Chicago 
and held an open session. While the 
legislation was pending, a delegation 
of 200 Chicago citizens went to Spring- 
field bearing 150 resolutions from as 
many business and civic organizations 
urging passage of the bills. 

When the bills came up for a vote 
in the House of Representatives, the 
House of Representatives passed the 
bills by an overwhelming majority 
ranging from 128 to 118; the largest 
number of opposition votes was 10 
and thesmallesto. Inthe State Senate 
the bills passed by votes averaging 10 
to 1, the largest vote in opposition on 
any bill being 7 out of 45. 

During the course of subsequent 
meetings between the Citizens Com- 
mittee and the Subcommittee on Local 
Transportation, the issues of the value 
of the rapid transit lines,!* the rate 
of return to be allowed and the financial 
structure of the new company were 
points of serious controversy. To fix 
the valuation of the rapid transit 
lines, a committee was appointed. 
This committee unanimously recom- 





12 The value of the surface lines was fixed by the 
1907 ordinance and was a price at which the city 
could purchase the property at the expiration of the 
franchise. Accordingly, there was never any serious 
question about the capital value of the surface lines. 

18This committee was recommended by the 
Citizen’s Committee and approved by the Committee 
on Local Transportation of the Chicago City Council: 
A. A. Sprague, merchant; Geo. F. Woodruff, Chair- 
man of the Board, National Bank of the Republic; 
and Joshua D’Esposito, Consulting Engineer, 
Chicago Daily News. 
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mended that the fair and reasonable 
value of the elevated properties was 
$95,500,000, as of February 28, 1929, 
and recommended that price as the 
city purchase price, as well as the rate 
base. Additions from February 2g, 
1929, to August 31, 1929, brought 
this total up to $95,720,629.30. This 
value was approved. The value of 
the surface lines was at this time 
$164,721,434.52, the city’s purchase 
price. The total valuation of the com- 
bined properties, therefore, was fixed 
as of August 31, 1929, at $260,442. 
063.82. This value was incorporated 
in the ordinance. 

As a result of the dead-lock on the 
rate of return, a “‘Dead-lock” Com- 
mittee was appointed, which in turn 
recommended the appointment of the 
Bankers’ Committee to prepare a finan- 
cial plan which would secure the ap- 
proval of the existing security holders, 
provide for the consolidation of the 
existing companies, and finance its 
new capital requirements for the follow- 
ing ten years. In addition, the Dead- 
lock Committee recommended the 
appointment of a committee to deter- 
mine the surface and _ rapid-transit 
extensions to be made and the location, 
character and extent of subways. All 
these committees were appointed. The 
Subcommittee on Extensions and Sub- 
ways! of necessity made the first 





144This subcommittee was made up as follows: 
George M. Wisner, Edward J. Noonan, engineers 
for the Citizen’s Committee; David A. Wallace, 
engineer for the city; and Major R. F. Kelker, Jr. 
representing the City Council Committee on Local 
Transportation. 

As outlined previously (p. 459), the Chicago 
Motor Coach Company was not included in the local 
transportation reorganization. It provides ess¢n- 
tially a “riding-for-pleasure” service and carries 
a very small volume of the city’s traffic. The failure 
to include the Chicago Motor Coach Company 
the proposed reorganization does not imply, however, 
that extensions and feeder lines to the existing trans- 
portation system will necessarily be by street-cars. 
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ort. The plan called for the ex- 
nditure of $285,610,000 during the 
rst ten years of the franchise. The 
sort of this committee was incor- 
ed in the ordinance largely as 
mmended. The next step was the 


recomii 


preparation of the financial plan. 


Basis of Financial Plan 


The preparation of a suitable finan- 
cial plan was the next step. It was 
dependent upon many factors. The 
prospective growth of the territory to 
be served, the riding habits of the 
population, the economies in operation 
which might be obtained from the 
unification of the properties, the result 
f the additions of new capital and 
he current and prospective market 

the various classes of securities, 
all had to be considered. Of all the 


factors upon which the financial plan 


“mer 





On the contrary, the largest trolley-bus system in 
intry is now being operated by the surface 
s as extensions and feeders to its rail system. 


Some gasoline buses are also in this service. One 
study of surface transportation indicates that there 
are three fields of traffic density, each of which can be 


t economically served by a different vehicle. 
Traffic densities requiring a headway of 15 minutes 
r more can usually be most economically served 
by the gasoline bus. Routes requiring headways of 
n five to fifteen minutes can ordinarily be most 
economically served by the trolley bus, whereas 
routes requiring a frequency of service from one-half 
ite to five minutes can be most economically 
by the street-car. (See Electric Railway 
Journal, October, 1930.) As further corroboration 
{ the above differentiation, the density of passenger 
flow in which the street-car becomes more economical 
in the trolley bus in the case of the Chicago Surface 
is somewhere above 1,400 per maximum hour. 
'* This subject is discussed in some detail because 
t is felt that the financial success of the whole project 
iffected by the forecast of passengers to be carried 
and the gross revenue resulting therefrom. The 
many variables involved, together with the number of 
s over which it was necessary to extend the 
forecast, create a particularly difficult problem. The 
nethodology of the forecast of passengers and gross 
revenue of the Chicago Local Transportation Com- 
y may be some contribution toward the develop- 
t of a forecasting technique in the field of local 
transportation. 


is based, the most difficult to prepare 
as well as to verify is the forecast of 
earnings. 

That there is a definite quantitative 
relationship between the number of 
people in a transportation area, the 
density of population per square mile, 
the rate of population growth, the 
proportion of the population owning 
automobiles, and the rides per capita 
per year on a common-carrier trans- 
portation system is readily conceded 
by all students of the problem. If, 
therefore, these five factors can be 
ascertained over a long period of years 
in the past; if allowance is made for the 
changing tendencies in these factors 
with the passing of the years; and if 
no new factors appear probable which 
will upset these projected calculations, 
a scientific basis of forecasting riders 
has been secured. This is the premise 
on which the forecast of riders, as 
well as the consequent forecast of 
earnings, is based. 

The reasons will be given for con- 
cluding that a reliable future estimate 
of these five factors has been ascer- 
tained, that allowance has been made 
for the changing tendencies in these 
factors, and that it is not probable that 
new factors will arise which will destroy 
the validity of the forecast. 

In forecasting, the practice of course 
is to project atrend. The actual data 
for past years is plotted and a line or 
curve is “fitted” to the data. The 
curve making the best fit, and which 
when projected is not inconsistent with 
known facts, is the one most likely to 
forecast the actual. 

All the curves the characteristics of 
which might warrant their use were 
applied: a straight line’ fitted by the 
least squares method; a compound- 





16 Formula for this curve is: Y = Ax + B. 
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interest curve;” an exponential curve;™® 
and the logistic or “‘S”’ curve.” 

In analyzing the population of Chi- 
cago” by use of all decennial figures 
of population up to and including 
1930, it was found when applying the 
logistic curve that Chicago had not 
reached the point of inflection”! on its 
curve of population. A straight-line 
curve will, in this particular case, give a 
more conservative forecast. A logistic 
curve would have been more accurate 
in this case if a point of inflection had 
been reached. 

The future population for the Metro- 
politan Area of Chicago is arrived 
at through the use of three curves: (1) 
a curve of the rate of growth of the area 
of Chicago within the corporate limits 
of the city (modified “‘S” curve); (2) 
a curve showing the rate of increase”? 
of the density of population per square 
mile in the city of Chicago (a straight 
line); and (3) a curve showing the rate 
of population growth of certain sub- 

” Formula for this curve is: Y = AB*. 


8 Formula for this curve is: Y = Ax®. 


B 


1% Formula for this curve is: Y = e-e TC 


See Pearl, Studies in Human Biology, pp. 569-583. 

See Schultz, “The Standard Error of Forecast 
from a Curve,” Journal of American Statistical 
Association, Vol. XXV, p. 183. 

As practical evidence, the logistic curve forecast 
the population of the United States from 1790 to 
1930, with a maximum error of two per cent and an 
average error of less than two-tenths of one per cent. 
It also forecast the population of the United States 
from 1921 to 1930 with a variation of two-tenths of 
one per cent from the actual. 

2% These studies were made by James Walker, 
Consulting Engineer. 

21 That is, the point of inflection of a curve repre- 
senting a series of data is that point at which the 
rate of increase changes from an increasing rate to a 
decreasing rate, or vice versa. This point of inflec- 
tion, in the case of the logistic curve, is half way 
between the upper limiting asymptote and zero. 
From this it may be concluded that Chicago ulti- 
mately will have a total population of more than 
twice its 1930 figure. 

#2 This rate has remained constant for nearly ninety 
years. 


urbs** mentioned, as a Percentage of 
the city of Chicago (exponential curye), 
The population of Chicago up to 1930 
is projected for the next thirty year, 
by the use of the curves above men. 
tioned. The suburban population a; 
a percentage of the City of Chicago js 
then forecast by the exponential curye 
to give the suburban figures. The 
population of the area is then arrived 
at by addition. 

The rides per capita in all forms of 
transportation, including the private 
automobile, were then studied. The 
rides per capita in the private auto- 
mobile were estimated for the entire 
period. These were arrived at from 
the number of automobiles registered 
in Chicago during the period 1908-19}, 
together with the estimated use thereof. 

Applying the logistic curve to these 
figures it was found, for example, that 
the total rides per capita on all forms of 
transportation are steadily increasing. 

Likewise applying the logistic curve 
to the rides per capita on the surface, 
elevated and bus lines, on the surface 
and elevated lines, and on the bus 
lines, the rides on each one of these 
systems were forecast independently. 
These forecasts show an increasingly 
intensive use of transportation facilities 
during the next thirty years. Since 
the bus lines will probably not serve 
much new territory, they will not show 
an increase in passengers carried on 
the basis of this forecast comparable 
with the surface or elevated lines. 
Whereas the rides per capita per yeat 
on the surface and elevated lines 
were 314 in 1930, it is estimated they 
will be 389 in 1940 and 459 in 1950. 

This increase in the rides per capita 
on common-carrier transportation 1s 





23 This includes Bellwood, Berwyn, Cicero, Evans- 


ton, Forest Park, Maywood, Niles Center, a« 
Park, River Forest, Westchester and Wilmette. 
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necessarily based upon an increase in 
the total rides per capita per year on 
all forms of transportation over the 
period studied. The rate of increase of 

rides per capita per annum in auto- 

mobiles is decreasing more rapidly than 

the rate of increase of rides per capita 

ser annum on the surface and elevated 

lines. An inquiry, therefore, into the 

extensive ownership of automobiles 

represented by the number in the 

transportation area and the intensive 

ownership represented by automobiles 
per thousand of population is pertinent. 

Through the use of the “S” curve 

projected from the automobiles regis- 
tered in the City of Chicago since 1908, 
it was found that the number of 
tomobiles will probably increase from 
415,000 in 1930 to 546,000 in 1940 
and to 641,000 in 1950. 

In considering intensive ownership 

of automobiles, the use of the logistic 
curve projected from the data on 
passenger cars per thousand population 
for the same period, through 1960, 
shows an ownership of 123 cars per 
thousand in 1930, with 137 cars in 
1940 and 138 cars per thousand in 
1950 and 1960. This increase of 12% 
in the number of persons per thousand 
owning automobiles represents, as far 
as statistical checks may be made, 
approximately the saturation point of 
automobile ownership in the Chicago 
area, 
_ The density of population in Chicago 
is steadily increasing. For example, 
in 1930 the population per square mile 
was 16,034, and this density is increas- 
ing at the rate of 2,389 people every 
ten years. 

[t is inconceivable that highways 
can be increased at all proportionately 
to the increase in the number of auto- 
mobiles. After the completion of the 
Vuter Drive and the widening of certain 
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through arteries, very little more can be 
done because of the prohibitive cost. 
Decentralization of shopping and busi- 
ness districts is expected to alleviate 
the situation, but is not likely mate- 
rially to reduce street congestion. At 
the present time during peak hours 
most motorists feel that the through 
streets and boulevards are used to their 
full capacity. The [speed of auto- 
mobiles} through the business district 
of Chicago as regulated by the traffic 
lights is between 12 and 13 miles per 
hour.*4 The superior speed of rapid 
transit is, therefore, evident. The con- 
gestion and the slow speed of the 
private automobile in the business area 
will tend to limit the frequency of its 
use. Common-carrier transportation 
should benefit by this. 

Independent forecasts, therefore, of 
the population of the transportation 
area, and the rides per capita on all 
forms of transportation, are used to 
effect the final estimate of 1,493,000,000 
rides on the surface and elevated lines 
in 19407. This estimate is not found 
inconsistent with any of the known 
data, but rather accords them full 
weight. The final result, therefore, 
has a basis in mathematical theory, 
in the statistics of the past thirty years 
in the transportation area, and in the 
reasonable weighting of the factors 
involved. The estimates of the gross 
revenue derived, therefore, form the 
basis of the financial plan. 


The Financial Plan™® 


A forecast of earnings based upon 
the best available information having 


%4 See Economics of Rapid Transit, Report of Ameri- 
can Electric Railway Association, 1928. 

%5See Reorganization Plan and Agreement of 
Chicago Local Transportation Company. Compiled by 
Halsey, Stuart & Company, reorganization managers. 

%6 About fifty different plans were prepared. Some 
plans provided for an operating company-holding 
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been secured, a financial plan was 
submitted by the Bankers’ Commit- 
tee.” This plan was tentative and 
received much criticism at the hands 
of the various protective committees. 
A revised plan was then prepared which 
the Bankers’ Committee believed would 
secure the consent of the 50,000 existing 
security holders and likewise would 
attract the necessary amount of new 
capital into the enterprise. The plan 
received the endorsement of all the 
protective committees, with the ex- 
ception of those representing the Par- 
ticipation Certificates.* 

This plan provided that the $64,- 
000,000 of initial capital be supplied 
in the proportions of 25% new bonds, 
25% prior preferred stock, 25% pre- 
ferred stock and 25% various classes 
of common stock. This financial struc- 
ture was conceded to be the one 
necessary to provide proper credit 
for the new enterprise. In working 
out the exchange of securities the 
Bankers’ Committee considered the 
current market price and maturity 
of all securities, the earnings available 
for the payment of interest and divi- 
dends, and the property securing the 
bonds. 

It was agreed that all underlying 
bonds of the Chicago Surface Lines’ 





company set-up, with the exchange of general- 
mortgage bonds and holding-company debentures 
for existing bonds of the surface-lines companies. 
Such an arrangement would save the new company 
about $725,000 a year in income tax and leave the 
first mortgage entirely for the raising of new capital. 
The bondholders were unfavorable to these plans and 
they were therefore rejected. 

7 Composed of H. L. Stuart, Halsey, Stuart & Co., 
Chairman; Arthur Reynolds, Continental Illinois 
Bank & Trust Company, and Frank O. Wetmore 
(since deceased), First National Bank, all of Chicago. 
Mr. Wetmore’s place on the Committee was filled by 
Melvin A. Traylor of the First National Bank. 

% Certificates representing shares of common stock 
of the Chicago Railways Company are held by these 
Committees. 
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properties should be paid in 50%, 
first-mortgage bonds of the new com. 
pany and 50% prior preferred stock. 
Because of the low interest rate of 5.2% 
average, it was advantageous to assume 
the bonds of the Chicago Rapid Transit 
Company, maturing from 1938 to 1953. 

The exchange basis of the debentures 
and junior securities was arrived at by 
negotiations with the respective pro- 
tective committees. 

The projected financial statement 
shows that in 1931 there will be 
$17,824,000 available for interest and 
dividends on $187,300,882 of senior 
securities. Interest and dividend re- 
quirements on all senior securities, it 
is estimated, will be earned 1.4 times. 
This earning power is expected to be 
maintained during the ten-year period. 
By 1942, an additional investment of 
$200,000,000 will be added to the 
properties, representing an increase of 
75%, whereas during the same period 
earnings available for these securities 
are expected to increase 83%. 


The Ordinance 


The reports of the Valuation Sub- 
committee, the Extensions and Sub- 
ways Subcommittee, and the Bankers’ 
Committee had settled the points in- 
volving serious controversy. ‘The rec- 
ommendations of these Committees 
were accepted and were largely the 
basis of the ordinance on the matters 
involved. With these matters settled, 
the ordinance could be completed. 

Nearly eleven months were spent in 
drafting the ordinance. There were 
practically continuous sessions between 
representatives of the City Council, the 
companies and the Citizens Committee. 
As in the case of the legislation, numer- 





® By the term “Senior Securities” is meant bonds 
and preferred stocks the interest and dividends 0! 
which are senior to payment to the city. 
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ous public hearings were held. The 
ordinance was finally recommended to 
the City Council by a unanimous vote 

‘all of the members of the Committee 


of all 
. Local Transportation who were 


Ol 
present and voting and was passed by 
the City Council by a vote of 47 to 3. 
The keystone of the ordinance was a 
unified transportation system. Ade- 
quate service to the public dictated 
that the elevated and the surface lines 
should be coordinated. The expense 
per car mile on the surface lines in the 
year ending January I, 1930, was 
36.21 cents, including taxes, whereas 
the same figure for the elevated rail- 
roads was 29.08 cents. It was previ- 
ously brought out that of the 
g 0 
traffic was carried by the surface lines, 
whereas only 17% was carried by the 
elevated railroads. Economical opera- 
tion will provide that a much larger 
Phat : 
proportion of the city’s traffic be carried 
on the lower-cost elevated lines. From 
the standpoint of the passengers, more- 
over, there is ample justification for a 
unified transportation system. The 
average speed of the surface lines is a 
fraction more than eleven and one-half 
miles per hour, whereas the average 
speed of the elevated railroad is sixteen 
and one-half miles per hour on local 
trains and twenty-three miles per hour 
* While subways constitute an essential part of 
the solution of the traction problem, no provision 
ior the construction of subways was made in the 
nance above referred to. The desirability on the 
ne hand of securing the largest portion of the subway 
construction funds through special assessment, 
ether with the litigation which might possibly 
t from an attempt to place the largest burden of 
expense upon abutting property owners, was the 
for providing for subway construction in a 
separate ordinance. Such delays as might occur in 
tigating the question of what constitutes a just and 
nable portion of the burden to be borne by spe- 
al taxation and by general taxation could not delay 
the reorganization and unification of the elevated 
nd surface lines. The litigation now pending is 
¢ justification for the separation of the project 
two different ordinances. (See p. 471.) 
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on express trains. The car rider who is 
enabled at no substantial increase in 
fare to use both lines in a single ride can, 
therefore, save some time. 

In addition to this underlying prin- 
ciple of unification, there are other 
essentials in the ordinance. Regula- 
tion by a local Transit Commission*! 
of all public transportation in the entire 
metropolitan area within thirty miles of 
Chicago is provided. This Commission 
is vested with the same powers as those 
possessed by the Illinois Commerce 
Commission in regard to local transpor- 
tation. “Service at Cost” is not a 
feature of the ordinance.**? Under a 
“Service at Cost’ franchise, in the 
event that the Barometer Fund** is 
above a certain level, a local regulatory 
body can definitely prescribe operating 
policies, including frequency of service, 
subject only to the right of the company 
to appeal to arbitration or the courts. 
The local Transit Commission under 
this ordinance has no such broad 
powers. 

Another essential is the provision 
with respect to the rate of return. 
Contrary to the usual practice, no 





$1 The statutory provisions regarding the appoint - 
ment and term of office of this Commission are 
mentioned previously in footnote 8. 

32 ““Service at Cost” includes an agreement, first, 
by the transportation company that it will provide 
such facilities and service as may be reasonably 
required by the community to be served; and, 
second, by the community that such fares may be 
charged as will provide a revenue sufficient to pay all 
costs of such service. An agent of the community, 
usually a Transportation Commission or a Director 
of Transportation, is vested with sufficient authority 
to see that the terms of the agreement are carried out. 
Such plans have been in effect for a number of years 
in the cities of Cleveland, Youngstown, Toledo, 
Rochester and Cincinnati. 

33 A fund which is also known as the “Fare Index 
Fund.” The amount of such a fund is usually 
10% of the annual gross revenue. After crediting 
all revenue and debiting all expense to this fund 
for a current period of operation, a variation of the 
fund of 30% up or down from the initial normal 
calls for an automatic increase or decrease in fare. 
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definite rate is specified. It must be 


“just and reasonable.” 


How Much Is to Be Paid to the City? 


A unique provision of the current 
ordinance is that the payment to the 
city is placed junior to interest on 
bonds and on preferred stock. Fur- 
thermore, interest, sinking-fund and 
preferred-dividend obligations are cu- 
mulative and always senior to the 
city’s payment. This provision was 
made to insure such credit as would 
induce a constant flow of new money 
into improvements and betterments. 
Service to the public was held to be 
paramount. This financial provision 
involves a minimum of controversy in 
arriving at the amount due the city, in 
addition to providing a more secure 
position for the holders of senior stocks 
and bonds. It also obviates the ne- 
cessity on the part of the Supervising 
Board to inquire into all the elements 
which make up the operating expense. 
At the present time the city secures 
55% of the net income from street-car 
operations remaining after reserves of 
8% of gross revenue for maintenance 
and 6% for renewal and depreciation, a 
5% return upon the capital value, 
taxes, and all operating expenses have 
been deducted from the gross revenue. 
Inasmuch as the return to the city 
under the 1907 ordinance was computed 
on the basis of net income, a much 
closer supervision over operating ex- 
pense was necessary on the part of the 
Board of Supervising Engineers than is 
now necessary on the part of the Transit 
Commission. High operating expense 
in the former case definitely affected 
the city’s net amount due, whereas 
under the present ordinance the obliga- 
tions of the company to the city are 
definitely and easily ascertained with- 
out such examination of operating 


expense. The Transit Commission 
must concern itself under the proposed 
ordinance with operating expense of the 
Chicago Local Transportation Com- 
pany only in the event that the pay- 
ments to the city are not made, or in 
the event that a rate increase is sought 
because of an unjust rate of return to 
the company. As a protection to the 
city, however, the ordinance specifies 
that 25% of the initial capital value, or 
$65,000,000, must always be repre- 
sented by securities, the dividends of 
which are junior to the city’s payment. 

The ordinance definitely commits 
the new company to a specific program 
of expansion. It calls for the expendi- 
ture of a minimum of $200,000,000 
within ten years after the effective date, 
$65,000,000 of which is to be expended 
during the first three years. The loca- 
tion of additions and extensions has 
been incorporated in the ordinance. 

As a guarantee to the city that the 
large extension program specified in the 
ordinance will be carried out, there are 
three specific penalties which the city 
can use to enforce the ordinance- 
extension program: 

1. If the company should become in 
default and such default is not made 
good within the time fixed, the city or 
the city’s permittee has the right to 
purchase the company without any 
premium upon the capital value. 

2. During the time that any default 
exists no return can be paidor allowed on 
the common stock, representing 25 % of 
the initial capital value, or $65,000,000. 
Thus the common stockholders would 
be penalized at least $4,000,000 per 
annum on the present capitalization in 
the event of nonperformance. 

3. In addition, the statute which 
empowered the city to grant this 
terminable franchise expressly provides 
further that any court of competent 








—_— 
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jurisc liction shall have the power to 
nforce the provisions of the ordinance 
“6 ijunction, mandamus or other 
ap] souigiial proceedings. 
These provisions thus involve a finan- 
cial penalty in addition to the usual 
legal remedies for the enforcement of a 


ontract. 


Objections to Ordinance 


The principal objection to the ordi- 
nance was that in effect it granted a 
perpetual franchise to operate on the 
city streets. It came principally from 
those who for years had been advocat- 
ing municipal ownership. The city 
would be unable to purchase the local 
transportation company, it was con- 
tended, because it was at the limit of its 
bonded indebtedness and under no 
circumstances could provide $264,000,- 
000 now, or $500,000,000 in ten years, 
for the acquisition of the local transpor- 
tation system. It was further pointed 
out that if another company permittee 
were named by the city, the same fran- 
chise would prevail. There was thus 
no advantage in transferring the prop- 
erty to another company. Other op- 
position came from members of a 
branch of the Truck Drivers’ Union, 
who objected to the provisions in the 
franchise permitting the company to do 
freight hauling. Another objection to 
the ordinance, largely on the part of the 
real-estate interests, was based upon 
the particular extensions or lack of 
extensions included therein. The op- 
position, however, was led by the 
Municipal Ownership League, the Chi- 
cago Liberal Club and by certain other 


groups having various financial plans 


to offer. 


Securing the Approval of the People 


When the Citizen’s Traction Settle- 
ment Committee and the Committee 


on Local Transportation of the City 
Council had finally secured an ordi- 
nance which was predominantly accept- 
able to the many conflicting interests 
and which provided adequately for 
the transportation needs of the city 
over a long period of years, the most 
difficult part of the transportation 
solution remained. A decisive popular 
endorsement of the ordinance had to be 
secured. 

The first problem was, ‘‘What do the 
people think about traction settlement 
now?” There were several factors 
which made the public favorably dis- 
posed toward any reasonable solution. 
The immediate experience of the man 
in the street was on the whole distinctly 
favorable toward a vote of confidence 
in the existing transportation com- 
panies.*4 The surface lines in high 
average speed, in frequency of service, 
in length of haul, and in the “coverage”’ 
of their service had earned the esteem 
of the car rider. The elevated railroad, 
moreover, was making the maximum 
utilization of its track facilities in an 
effort to provide adequate service.** 

The long-run experience of the man 
in the street made him want the issue 





34 As a supplement to internal checks there is no 
other test quite so indicative of able transportation 
management. Good public relations are noticeably 
more difficult to secure in the field of local trans- 
portation than in any of the other public utilities 
serving local communities, such as the electric, gas, 
water and telephone utilities. In the first place, 
these last-named utilities are rendering an instan- 
taneous service to the individual, whereas local 
transportation renders a non-instantaneous service— 
the frequency of which is dependent upon the density 
of traffic—to the public as a whole. In addition, 
there are conspicuously more frequent personal 
contacts between employees of a local transportation 
company and the public than there are in the other 
utilities; hence the added importance of training 
transportation employees te insure uniformly courte- 
ous deportment in their contacts with the public. 

% The portion of track at the Lake and Wells 
Street crossing is the most intensely used piece of 
track in the United States; 1,042 cars travel by this 
point during a peak hour. 
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settled, but left him “‘up in the air” 
as to what the settlement should be. 
To explain: The attention which had 
been given to the problem for a genera- 
tion by the press, by civic leaders and by 
politicians, together with the campaigns 
for the many solutions proposed and 
the resulting failures to secure construc- 
tive results, had created a wide-spread 
and insistent feeling that “‘something 
must be done this time.” Further- 
more, since 1897, ““Traction’”’ had been 
a major issue in every political cam- 
paign in Chicago, even for county 
officers, members of the legislature, 
aldermen and mayors. One or more 
campaigns occurred every year. The 
result of this political agitation had 
been discussion by slogans and catch- 
words with the resulting rancor and 
bewilderment. Chicago, during the 
early days, had its share of traffic in 
franchises. ‘““Traction” had come into 
ill repute here largely as a result of 
‘““Yerkesism’’—the practices followed 
by an able but ruthless promoter and 
financier—hence the uncertainty as to 
what must be done. 

A unified aggressive public attitude 
was brought out of impending disorgan- 
ization largely as a result of the activity 
of the Non-partisan Committee in 
favor of the Traction Ordinance. The 
program followed by this Committee 
was both comprehensive and persistent. 

The Non-partisan Committee was 
formed as a result of a resolution passed 
by the City Council on May 25, 1930. 
It was authorized to conduct an educa- 
tional campaign in behalf of the ordi- 
nance. It included seven members of 
the Council’s Transportation Commit- 
tee and eleven presidents of outlying 
chambers of commerce, federated labor 
organizations and women’s organiza- 
tions. This Committee was the direct- 
ing organization for the General 
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Committee of Five Hundred. The 
General Committee was organized by 
wards. Each alderman voting in sup- 
port of the ordinance was asked to 
name the ten individuals in his ward 
who were the outstanding citizens. 
These individuals were invited to be- 
come members of the General Com- 
mittee in support of the Traction 
Ordinance, with the understanding that 
they would be responsible for organizing 
sentiment in their respective wards. 
While the individual ward organizations 
were being set up and organized, the 
members of the Committee of Five 
Hundred were being trained in a 
Speaker’s School. The Non-partisan 
Committee presented the Traction Or- 
dinance to every organized club and 
civic association in Chicago, about 
2,000 in number. Upon the presenta- 
tion of the ordinance with supporting 
reasons therefor, each organization was 
asked to endorse the ordinance by 
resolution, and the officers of each 
organization were asked to assume the 
responsibility for getting out each one 
of their members on election day to 
vote for the ordinance. The ten mem- 
bers of the General Committee in each 
ward likewise had a similar responsi- 
bility for the voters in their ward. 
Ward offices were established during 
the month that the issue was before the 
people and financed by purely volun- 
tary contributions from citizens. 

During each week of the campaign 
the Non-partisan Committee had men 
who were appraising the sentiment 
in each ward. These census takers of 
ordinance sentiment were given specific 
questions to ask of people on street 
corners, in office buildings and in 
residences in the various wards. When 
these checks showed that the people 
in a ward were misinformed or not 
informed on certain issues, a speaker 
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was immediately despatched and meet- 
ings were arranged. This sampling 
appraisal of sentiment continued until 
the day of the election. 

The campaign in support of as well as 
against the ordinance was a spirited one. 
Forty days were allotted for the con- 
sideration of the ordinance by the 
voters. They were urged to defeat the 
ordinance, in that it was being “fostered 
by powerful sinister interests and repre- 

sented a plain steal,” and to “vote for 
Chicago by supporting the ordinance.” 
conclusion of the campaign 


At the 

the ordinance was passed by the electo- 
rate on July 1, 1930, with the largest 
— tage majority heretofore ever 


gister red in Chicago either for a 
candidate or for an issue. Of the 
382,527 votes cast, 85%, or 325,837, 
favored acceptance of the ordinance. 
The actual vote, therefore, was a 
534 to I majority in favor of the ordi- 
nance; only one ward was lost, as 
expected. 

Subways* 


The building of a subway is entirely 
a city matter. The ordinance provid- 
ing for the State Street downtown 
subway was passed by the City Council 
by a vote of 40 to I nearly six months 
after the people had voted the ordinance 
to the new company which, it is pro- 
posed, will purchase the elevated and 
surface lines properties. The plans 
ior the subway have been adopted; as 


lhe effect of the passage of the ordinance is to 
’e traction almost entirely from politics, in so far 
this is possible. To judge how completely this 
t is accomplished one need only observe the 
ent mayoralty campaign. Whereas the traction 
had been a chief factor in every campaign for 
e last thirty-three years, in the recent campaign 
ng more “mud slinging” than is customary, 
ere was no mention of the traction problem. As 
erv ver put it when the ordinance was passed, 
p has sailed.”’ 

rh ne reason for dealing with subways in a separate 

ance was brought out on p. 461. 


soon as legal authority*® has been given, 
work will be started. It is to be built 
through joint use of the “Traction 
Fund” and through special assessments 
levied against benefited properties. 

The President of the Board of Local 
Improvements, Michael J. Faherty, 
estimates that 69% of the cost will be 
borne by the property owners through 
special assessment, and 31 % will be paid 
for by the city through the utilization 
of the “Traction Fund.” The method 
of providing for the largest portion of 
subway cost through special assess- 
ment of property owners will, in all 
probability, prevent any unwise con- 
struction of subways with the tremen- 
dous fixed charges entailed.* 


Remaining Steps Necessary for 
Consummation 


Inasmuch as the surface-lines com- 
panies are being operated by receivers 
appointed by the Federal Court, it is 
necessary to secure the approval of 
that Court for the sale of the assets of 
these companies to the Chicago Local 
Transportation Company. It was re- 
ported on April 1 that more than 86% 
of the first-mortage bonds of the 
surface-lines companies had been de- 
posited with the reorganization man- 
agers in support of the plan, and that 
all the securities necessary for the 
transfer of the elevated lines to the 
new company had been deposited. It 





% Proceedings are now pending before Superior 
Court Judge Mangan. As soon as the Special 
Assessment Roll has been confirmed, the funds will 
be provided and construction can proceed. 

3% An important factor as to whether or not service 
should be provided by subway, elevated or surface 
facilities is the original cost. For example, a two- 
track subway in Chicago will cost approximately 
$5,000,000 a mile; a two-track elevated line, $1,750,- 
000 per mile; and a two-track street-car line will cost 
$180,000 per mile to build. As far as speed is 
concerned, the subway is not inherently superior to 
the elevated. 
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is anticipated that the sale of the sur- 
face and elevated properties will take 
place during the summer. 

A deterrent against any accurate 
forecast as to the completion of the 
project is the fact that suits are pend- 
ing.“ If substantial litigation and ap- 
peal develop, the transfer of the proper- 
ties may be delayed somewhat. In view 
of this litigation, the City Council 
extended the date of the acceptance of 
the Ordinance to January 31, 1932. 


Summary 


It took Chicago three decades to 
get into a position from which it may 
achieve a coordinated, unified, local 
transportation system. Progress was 
being made in the meantime, however, 
in the consolidation and unified opera- 
tion of the various surface-line com- 
panies and in the consolidation of the 
elevated railroads, with the resulting 
extension of transfer privileges over 
each system. ‘The advent of the motor 
coach brought “pleasure riding” over 
the park and boulevard system of the 
city, with franchise rights thereon. 
While the trolley bus and the gasoline 
bus will be used for extension and 
feeder service, such service will be 
permitted to be given only by the 





“ Mrs. George Bass and August Olson v. City of 
Chicago, before Judge William M. Lindsay, Superior 
Court. An injunction is sought, on the ground of 
the unconstitutionality of the enabling legislation 
and the ordinance, to stop the city from spending 
additional money in furthering the traction and 
subway plans. This suit, according to the Chicago 
Tribune of April 22, 1931, “is said to have been 
prompted by owners of junior transportation securi- 
ties who do not like the financial plan of Halsey, 
Stuart & Co.” 

Certain State Street Property Owners v. City of 
Chicago, before Judge Ross Hall, Circuit Court. A 
suit to prevent the widening of State Street in accord- 
ance with plans for subway construction. 

Another suit was previously mentioned on p. 467 
concerning the litigation of special assessment 
charges upon abutting property owners for the 
construction of the subway. 
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local transportation company already 
serving the territory in question. 
While the presentation and the sum. 
mary of “How Chicago Is Attempting to 
Solve Its Traction Problem” segregated 
the general plan into the chronological 
divisions above mentioned, it must be 
recognized that progress on so large 
an undertaking required activity on all 
phases at the same time. The passage 
of the enabling legislation required the 
crystallization of public opinion no 
less than did the favorable endorsement 
given by the electorate to the ordinance, 
The forecast of passenger revenue 
served as a basis for the service to be 
given with the expense thereof; con- 
versely, the service and extensions 
contemplated within the ten-year period 
would determine the passengers to be 
carried and the amount of money which 
could be justified for new capital 
expenditures. The final result, there- 
fore, as represented by the financial 
plan and the ordinance was reached 
only after the reaction of all the factors 
upon each other had brought forth the 
most satisfactory total result. 


Aspects of Chicago’s Experience Which 
May Prove Helpful Elsewhere 


Three aspects of the solution of 
Chicago’s traction problem are signifi- 
cant. The first of these considerations 
is the wisdom of the city authorities in 
refusing to accept a “half solution.” 
They refused to give to either the sur- 
face or the elevated lines alone addi- 
tional franchise protection or privileges. 
This was a potent constructive influ- 
ence working toward unification. 

An aspect of great importance which 
the Chicago experience clearly illus- 
trates is the fundamental unsoundness 
of the fixed-term franchise for traction 
companies. A solvent utility com- 
pany, with stable earnings but without 
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«ybstantial credit and operating uer and 
-eceivership, is the ridiculous sequel of 
such a franchise. From the standpoint 
of the public, moreover, good trans- 
nortation service is as necessary the 
day after the franchise has expired as 
it was before. 

A third aspect of the Chicago experi- 
ence is of general significance. Con- 
istent progress toward the solution of 


S1St 


Chicago’s local transportation problem 
was not made and could not have been 
made until civic leaders became active. 

Equitable legal and financial sanc- 
tions making for economical, adequate 


ti 


local mass transportation service are 


not usually secured by officials of 
transportation companies alone, nor 


by city officials alone, nor by these 
two groups working together without 
other aid. A civic leadership which 
recognizes the physical necessity for 
and the manifold benefits of adequate 
local transportation must customarily 
take the helm in obtaining the neces- 
sary sanctions. Men preeminent in 
their own field, and outstanding for 
their constructive contributions to civic 
affairs can usually secure an over- 
whelming popular endorsement of their 
recommendations on _ transportation 
matters. 

The solution of transportation prob- 
lems in other cities is probably awaiting 
such recommendations. 











FINANCIAL ARRANGEMENTS OF THE 
CHICAGO TRACTION PLAN' 


By HARRY G. 


HE Chicago traction reorganiza- 

tion, which plans to merge the 

surface and elevated lines of that 
city into a single quarter-billion-dollar 
system, is unusual in two respects: 
first, in its emphasis upon asset valua- 
tions rather than upon earning power 
in arranging the old security-holders’ 
claims in the new capital structure; 
and, secondly, it was brought about by 
the expiration of a franchise and not by 
any failure of earning power. This 
occasion has been utilized by the city 
to demand certain things, the chief of 
which are a merger and a program of 
expansion, as the price of a new fran- 
chise. The problem of the reorganiza- 
tion managers has been to create a 
plan which would allow the satisfaction 
of these demands and at the same time 
win the consent of a sufficient number 
of the strategically situated security 
holders to insure the success of the 
plan. This article will outline the 
nature of the financial plan itself, 
something of the motivation lying be- 
hind the various parts of the plan, and 
an alternative such as would seem 
preferable if no allowances were re- 
quired by the exigencies of “‘ reorganiza- 
tion strategy.” 

The three major units in the merger 
are the Chicago Rapid Transit Com- 
pany, which owns and operates the 
elevated, and the Chicago Railways 
Company and the Chicago City Rail- 





1A brief statement of the relative position of the 
various classes of securities was reported by the 
author in Barron’s, March 9, 1931, p.5. Some ofthat 
material is embodied in this study. 
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way Company, which own the major 
part of the surface lines. The surface 
lines are at present operated as a unit 
under a unification contract, providing 
for an arbitrary division of the net 
receipts. The two minor units, the 
Calumet & South Chicago Railway 
Company, and the Southern Street 
Railway Company, are both surface 
lines forming a part of this unified 
operating system. 

The relative importance of these 
several companies may be best judged 
by reference to the figures in Table I, 
which shows the property and earnings 
for the year 1929. The property figure 
for each of the four surface-line com- 
panies is the “ordinance purchase 
price,” at which figure the city could 
recapture the property; the Chicago 
Rapid Transit figure is the balance- 
sheet figure for road and equipment. 
The earnings figures are the reported 
net-income figures of the amounts 
available for interest and dividends, ex- 
cluding only the minor amounts shown 
as non-operating “other income.” The 


TasLe I. Property AND EARNINGS CONTRIBUTED 
To Proposep TRAcTION CONSOLIDATION BaseD 
ON 1929 REPORTS 
(Thousands of dollars) 





Property Earnings 


| + _ 
Amount | % || Amount 





Chicago Railways Co....../$ 94,924) 36 $ 6,108 44 

Chicago Rapid Transit Co.| 94,893] 36 | 3,627, 26 

Chicago City Railway Co.| 56,058) 22 3,491 35 

Calumet & South Chicago i ar 
Sisk ta o/c eas ar 5 589 


y ‘ 11,798 
Southern Street Railway Co. 1, 806 











Ws 6 cacdeicasetenn |$259,479|100)| $13,984 100 
| i] 








ear 1929 is selected as more nearly 
“norn than the depressed year 
present ten-cent fare 
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cause of the strength of their liens, 
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consti 
of the reorganization. The strength 
of their position may be visualized by 
reference to the bar chart, Figure I, in 
which the relations of the several classes 
of operating-company securities to the 
incomes are represented graphically. 
The size of the bar indicates the amount 
of net income for the year 1929 and is 
stated at the top of the bar. The sec- 
tion allotted to each group of securities 
indicates its share of thatincome. The 
first-mortgage bond interest coming 
first is placed at the bottom of the 
lumn, and the several succeeding 
‘laims in their proper rank above it. 
he proportion of the column which 
remains above a given claim represents 
the surplus of income which would 
as a margin of safety. So itis 
apparent that the several 5% first- 
bond issues of the surface 
earned their interest over two 
the elevated issues taken to- 
r under one and one-half times. 
To exchange these senior bonds for a 
similar senior issue of the new com- 
ny, even though the lien were made 
pen-end, would leave such modest 
rowing power as to prevent the 
05,000,000 expansion program required 
he first three years. In this con- 
tion the low state of traction credit 
ind the virtual inability to finance save 
rough senior securities during this 
initial period must be kept in mind. 
nder the proposed plan fixed charges 
be reduced by offering the first- 
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mortgage bonds of the three surface- 
line companies one-half first and 
refunding 514’s, and one-half 7% prior 
preferred stock. ‘The first and refund- 
ing bonds will be an open-end issue 
covering the entire property, subject 
only to the divisional liens upon the 
elevated property. Since the various 
elevated bonds, unlike the surface-line 
issues, mature in the future and are 
troubled with no franchise problem, 
they are assumed by the new company 
as the simplest and least expensive 
procedure. Figure II clearly indicates 
the greatly improved position which 
these bonds will occupy under this 
arrangement over their present position. 

The surface-line first mortgages, to 
the extent that they accept prior pre- 
ferred stock, are subordinated to the 
elevated bonds and to future bond 
issues. The arguments in favor of 
accepting the plan are: 

(a) The lack of a franchise by the 
surface lines and the resulting uncer- 
tainty until a_ settlement is arrived 
at. If operations could be continued, 
the ample margin of earning power 
would allow, not only the payment of 
interest, but also the complete repay- 
ment of principal in ten or a dozen 
years. It is seriously questioned as to 
whether operations could be halted, 
either as a legal or as a practical matter. 
Whatever might be the legal standing 
of operation without a franchise, the 
probabilities are that when these first 
mortgages are foreclosed as a necessary 
step in obtaining possession of the 
surface-line properties for the new 
company, a low upset price—consider- 
ably less than the par value of the bonds 
—will be sought on the grounds that 
the properties without a franchise have 
only a nominal, or junk, value. 

(b) The increased income to be had 
by accepting the new securities. In 
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place of the 5% now received by the 
first-mortgage bonds, a return of 6.25% 
(average of 514% and 7%) is offered. 

(c) The increased market value of the 
new securities over the present securities 
due to the removal of the default in 
principal. 

In addition to these three substantial 
arguments there is the natural tendency 
for bondholders to fall in line with the 
protective committee rather than as- 
sume the burden of initiating a counter- 
proposal. In this case where a develop- 
ment program is at stake involving 
public interests, any opposition move- 
ment would also suffer the charge 
of “obstructionist” regardless of the 
justice of its position. 


Junior Bondholders—Operating 
Companies 


The junior bondholders, so far as 
they are found among the operating 
companies, consist of the four junior 
issues of the Chicago Railways Com- 
pany. The effect of their exchange is 
best appreciated by comparing their 
present position with that of the securi- 
ties offered them. The following table 
shows the percentage of new securities 
offered as compared with the par of the 
present bonds. Where the stock of- 
fered by the plan is without par value, 
the “declared value” is substituted. 


Tasie II. Excuance Orrer to Junior Bonps or 


Cuicaco Rattways ComMPpANY 





] 
| Pre- | Com-| Com- 
| ferred) mon | mon 
| Stock; “A” | “B” 
| 
Consolidated mortgage Series A 
errr tee TOG RWiITH |....00% 


5% } 
Consolidated mortgage Series B} 

Se eee eee | 40%'56.4%|18.6% 
Purchase-money mortgage 5%. ; 60% 40% (15% 
Adjustment income bonds 4%.. presen 80% (32% 





All these stocks are to pay 6% on par 
or “declared value.”” The dividend on 
the preferred is cumulative and ranks 
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FIGURE I 


EARNINGS POSITION OF EXISTING CHICAGO 
TRACTION SECURITIES 


PRESENT OPERATING COMPANIES 
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(A) Subject to junior bondholders’ claims. See text. 


(B) 4% on Adj. Debs. — $743,000. 
6% on Adj. Debs. — $1,114,000. 
Common stock, no earnings. 


after the 7% prior preferred. The 
common “A” is non-cumulative for the 
first three years, cumulative if earned 
for the next seven years, and cumula- 
tive thereafter. The common “Bb” 
is non-cumulative and, after the com- 
mon “C” has received the same pr 
cent, participates equally in further 
disbursements. 

In each case these junior bonds are 
given an amount of stock equal to 100% 
of their principal plus an amount equal 
to their unpaid interest at the coupon 
rate for the three years since Feb. |, 
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FIGURE II 
\RISON OF EARNINGS POSITION UNDER BANKERS’ PLAN AND REVISED PLAN 
Reviseo PLan 
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Banxers’ PLAN 
Operating Compan Holding Compan 
3 aa alllad a eee 
5 Common stock (46%) 3, 2/9 Common stock 4949 
lass A } 1 765 (. —__> 
( (Subject to sinking fund) 
Conv. pfd. 2% %e1274 
(A) 
City compensation 2,534 
B) Federal tax (12%) 4335 Income bonds 4% cum. 110 
Prefer 6 /o 3,455 
Debenture $'s 2,/62 
Preferred 6 % cum. 3,900 > 
17%. 2,842 Coll. trust 8's 4624 
2%) L177 
(© — 
Genera! mortgage| Bonds 
Elevated SF. Si2's 2,534 
bonds 4,466 
2534 
(A) City compensation is 3% gross revenues. Ranks after preferred dividends. 
8) With consolidated report, income tax follows holding-company bond interest. 
(C) General mortgage would precede “‘L” bonds as lien on surface-line property and additions. 


1927. Reference to the chart indicates it, in place of their present 5% (in the 
at least partially the extent to which case of the income bonds, 4%). In- 
these bondholders have been moved deed, the “B,” like any ordinary com- 
ip to relatively weaker positions. The mon shares, may receive in excess of 
variations in proportions of preferred, 6%. As a practical matter, neither 
“A,” and “B” stocks are intended to the “A” nor the “B” stock is expected 
reflect the relative differences in to receive any dividends for at least 
strength of the liens held by the differ- three years. ‘The flotation of $65,000,- 
ent bond issues. 000 in senior securities, already referred 

In each case there is decreased to above, will undoubtedly absorb 
safety, which may be roughly measured such surplus as is shown by the chart 
by the reduced surplus of earning forthe classified common stock. Six per 
power on the new securities, as com- cent, a minimum figure, on $65,000,000 
pared with those now held, plus the would amount to $3,900,000 as com- 
‘act that the new income is contingent pared with the $2,431,000 shown as the 
where formerly it was a fixed charge. balance for the “A” and “B” stock. 
As a compensating feature for the This negative dividend forecast is sup- 
reduced safety, these junior bond- ported by the further fact that the “A” 
holders are offered 6%, or the hope of stock is non-cumulative for the first 
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three years and cumulative only to the 
extent earned during the succeeding 
seven years, 1.¢., the period during 
which the balance of the $200,000,000 
expansion program is to be carried out. 
The hope of ultimately greater in- 
come constitutes the first inducement 
for acceptance of this plan by these 
junior bondholders. (Probably an ex- 
ception to the word “‘hope”’ should be 
made in the case of the Consolidated, 
Series A, 5’s, which receive 6% pre- 
ferred stock in full for their principal.) 
The second inducement lies in the 
removal of uncertainty and the restora- 
tion of income, at least in part, for 
these bondholders. Unlike the first- 
mortgage bonds, these junior bonds 
have received nothing since the fatal 
February 1, 1927, and can receive 
nothing until the reorganization is 
effected or the first-mortgage bonds 
paid off in full. The money formerly 
used for junior-bond interest was pri- 
marily responsible for the 15 % payment 
on the principal of the first-mortgage 
bonds. (Similarly, surplus over first- 
mortgage-bond interest was used to 
pay off 10% on the Chicago City 
Railway First 5’s and the Calumet & 
South Chicago Railway First 5’s.) 


Junior Issues of the “‘ Elevated” 


The relative treatment of the Chicago 
Rapid Transit preferred stock and 
adjustment debentures may best be 
appreciated from Table III, similar to 
Table II given for the Chicago Railways 
junior bonds. 


Taste III. Excuance Orrer to CoNnrTINGENT 
CuarceE Issues or Cuitcaco Rapip TRANSIT 











Pre- _Com-| Com- 
ferred | mon mon 
Stock; “A” | “B” 
Preferred A (7.8% por en, 3 eee 
Preferred B (7.2% cum.)........ | 110%| 10% |....... 
Adjust. debentures of 1963...... 25%) 25% |72.3% 
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This exchange among the preferreq JB Rap 
stocks increases the nominal, or face is 
amount, but is so devised that the 
dividend income is unchanged. The 
adjustment debentures are income 
bonds, ranking after the preferred a 
stock, with a cumulative right to 4% den 
since July 1, 1924, which has never am 
been fully earned and has been allowed In 1 
to accumulate. Before the common stoc 
stock can receive any dividends this JB The 
bond issue must be paid 6%. witl 

In contrast with the lowering of the pow 
safety margin for the junior bonds the 
previously discussed, the reorganiza- dev 
tion improves the position of the T 
elevated issues as indicated in Figure |. icat 
Although the two preferred stocks are pan 
likely to have their income reduced at she 
least temporarily from 7.8% and 7.2% $10 
to 6.9% and 6.6%, respectively, by the Jan 
acceptance of some Class A stock, they ing 
are treated as well as the Consolidated, on 
Series A, 5’s on the whole. This dif- earl 
ference of treatment is partly explained for 
by the unfortunate coincidence of an of 1 
expiring franchise and a maturing nov 
funded debt for the surface lines. ach 
Another influence is the Insull inter- bon 
est in the elevated system, a point but 
which will be referred to later in this the 
discussion. bon 

A similar contrast in treatment may 
be had between the two issues of 
adjustment bonds. Although the ele- 
vated issue has received no interest 
since its issuance for the reason of 
insufficient earnings (see Figure ), 
while the Chicago Railways issue had 
its interest earned and paid up to the 
date of the franchise expiration, yet 
the latter receives the less favorable 
treatment. 
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Rapid Transit with a par of $20,042,000 
‘; offered class “B” stock with a 
nominal or face value of $18,193,000 
and $209,000, or all, of class “C” 
common. In any year in which class 
“B” receives its preferential 6% divi- 
dend, class ‘‘C”’ may be paid a similar 
amount, after which they share equally. 
In this case the nominal value of the 
stock is reduced about one-fourth. 
The exchange, however, is for stock 
with the merit of potential earning 
power, which is apparently lacking in 
the current situation, a point to be 
developed later. 

The equity of the participation certif- 
icates of the Chicago Railways Com- 


pan} represented on the balance- 


sheet by a nominal capital stock of 
$100,000, which had a book value on 
Jan. 31, 1930, of $9,757,000 after allow- 


ing for three years of unpaid interest 
on the junior bonds. The surplus 
earning power of $1,864,000, shown 
for this issue in the chart as the excess 
of net income over the charges of the 
now outstanding bonds, has _ been 
achieved by reducing the first-mortgage 


bonds with income accrued as interest 
but not paid on the junior bonds. If 
the interest charges on the junior 
bonds were increased from the $1,925,- 
000 shown in the chart to $2,214,000 to 
capitalize the back interest and allow 
5% on the same, the balance for this 
stock interest would amount to $1,575,- 
000 ~Cinstead =of)~—s $1,864,000. Or, 
examining the matter in still another 
light, if the charges on all the securities 
given to other security holders of the 
Chicago Railways under the reorgani- 
zation plan, including 6% on the 
$4,506,000 of “B” stock to be dis- 
tributed among the junior bondholders, 
were subtracted from the $6,168,000 of 


| tal income shown in the chart, a 
balance of $526,000 would be available 
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for the participation certificates. Un- 
der the plan they are offered $3,372,000 
face value of the class “‘B”’ common. 
The primary emphasis has clearly been 
given to property valuations rather 
than to earnings records. 

A small amount, about 5%, of the 
Chicago City Railway common stock 
is held by individuals. This stock, the 
present strength of which can be 
judged from the chart, is contributing 
over $141 per share in property and 
$10.90 in earning power. It is offered 
$155 of par, or declared, value, of 
which $77 is in preferred, $41 in class 
“A” common, and $37 in class “B”’ 
common. 


Chicago City €&9 Connecting Railways 
Collateral Trust 


The treatment of the common stocks 
of the surface lines, other than the 
Chicago Railways and the small minor- 
ity interest in Chicago City Railway 
already discussed, has been deferred 
to this point because all of them, save 
for those two exceptions, are held by the 
Chicago City & Connecting Railways 
Collateral Trust, which has outstanding 
$20,616,000 of 5% collateral-trust 
bonds, which have been in default since 
Jan. 1, 1927. The ownership equity 
of the Trust is represented by 250,000 
cumulative preferred participation 
certificates and 150,000 common shares. 
The preference amounted to $4.50 per 
share per annum and had accumulated 
a claim of $46 per share up to Jan. I, 
1927. The relative standing of these 
securities may be understood by exam- 
ining the position of the common stock 
of the Calumet and South Chicago 
Railway and the Chicago City Railway 
in the chart. (The minor contribution 
of the Southern Street Railway Com- 
pany, wholly owned by the Trust, is 
showninTableI.) Allowing for the5% 
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minority interest in Chicago City Rail- 
way, the holdings of the Trust repre- 
sented a property contribution to the 
proposed system of $32,874,000 with an 
equity in earnings of $2,315,000. The 
5% charges on the $20,616,000 collat- 
eral-trust bonds would absorb $1,031,- 
000, or slightly less than one-half of this 
amount, and leave a balance of about 
$4 per share per annum for the preferred 
certificates. 

The plan proposes that the Trust 
should receive in exchange for its 
holdings securities such that it may 
offer the bondholders 94% of par in 
preferred stock and 27.8% in class “A”’ 
common. This face amount equals 
par plus accumulated back interest, 
with a future return on the whole of 6% 
This treatment approaches that ac- 
corded the Consolidated, Series A, 5’s 
of the Chicago Railways, which re- 
ceived preferred and Class “A” com- 
mon in the proportions of 104 and 11, 
and is much better than that accorded 
the Consolidated, Series B, 5’s and 
Purchase Money 5’s, which received 
only 40% and 60%, respectively, of 
the preferred stock. Yet measured 
against the margin of safety provided 
by surplus earnings, these Collateral 
Trust 5’s would occupy a position much 
like that of the Chicago Railways 
junior bonds were they combined into 
a single issue. The charges of the 
Collateral Trust 5’s combined with 
underlying charges were earned 1.5 
times; the Chicago Railways junior 
and underlying charges, 1.4 times. 
The position of the Trust bonds with 
respect to earnings is approximately 
preserved in the new company; the 
Chicago Railways issues are placed in 
a weaker position. Here again, the 
emphasis is apparently upon property 
valuations rather than earnings, for the 
Trust bonds when combined with un- 
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derlying operating-company issues are 
covered by Property valuations about 
1.3, which is about midway betweep 
similar ratios for the Consolidated, 
Series A, 5’s and the issues junior to it, 

The balance of the securities received 
by the Trust may, and in view of the 
unpaid dividend accumulation proba- 
bly will, be distributed solely among 
the preferred certificate holders. Such 
a distribution would give each of the 
250,000 preferred shares a nominal 
value of $12 in class “‘A” common and 
$31.50 in class ““B” common as against 
a present book value of approximately 


$49. 
Major Features of Plan Summarized 


The chief features, then, of this 
reorganization plan declared operative 
April 1, 1931, are in brief: 

1. The wholesale conversion of the 
fixed-interest charges of the surface-line 
companies into contingent charges in 
order to facilitate the issuance of senior 
securities and make possible the expan- 
sion program required by the city. 
All junior interest charges are done 
away with, together with one-half of 
the first-mortgage-bond interest. 

2. A reduction in safety of surface- 
line securities, which is partly com- 
pensated for by higher prospective 
income. 

3. A diminution of security for junior 
surface-line securities, chiefly through 
the increase of return offered to senior 
securities and to a less extent by the 
improvement in the position of ele- 
vated securities. 

4. The laying of primary emphasis 
upon property contributions rather 
than earning power in the rank of 
securities offered, with resulting im- 
provement in the investment position 
of Chicago Rapid Transit securities 
and the greatest reduction in the 
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Basis for Alternative Plan 
,e conventional emphasis is given 
sition with respect to earning 
the basis for an alternative 
is laid. A more usual reorganiza- 
n procedure would be one which 
ttempted to retain the status quo as 
as possible. The following plan 
yuilt on this principle has_ these 
neral advantages: 
An increase in the market value 
ver that of the securities proposed by 
‘eorganization managers by proba- 
n to twenty per cent, 1.¢., twenty- 


five to fifty millions, and that without 


rificing the large share of the Chicago 
ipid Transit—the “Insull”’ company 
tential earnings. 
Increase in the safety of securities 
fered both junior and senior bond- 
lders of the surface lines. This 
‘ased safety is the chief reason for 
larger market value mentioned as 
‘first point above. 
Greater simplicity of capital struc- 
of the new operating company 
h should facilitate and cheapen 
ture financing. 
\ saving of over $700,000 in 
lederal income taxes for the benefit of 
ecurity holders. 
In presenting the alternative, or 
vised,” plan, it will first be com- 
broadly with that now being 
fered, which will be spoken of here- 
iiter as the bankers’ plan, and then 
detailed security exchanges 
be outlined. Even though differ- 
ces of opinion undoubtedly would 
ist with respect to the equity or 
ticality of some of the detailed 
hanges proposed in the second sec- 
there still remain the large and 
tantial advantages to be derived 


> 


+. 
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from the adoption of the general princi- 
ple described, viz., use of the two- 
companies—one operating and one 
holding-company—plan.? 

In Table IV, the ‘bankers’ plan” 
is compared with a “revised plan” 
based on that principle. 

CapiITAL STRUCTURES UNDER BANKERS’ 

AND ReEvIsED PLANS 

(Thousands of dollars) 


TaBLeE IV. 





Revised 
Plan 


Bankers’ 
Plan 


First mortgage & refunding 544's..$ 40,596 (open-end) 
Underlying divisional liens 

(Elevated bonds—undisturbed)) 48,517 $ 48,517 
sinking-fund 





General mortgage, 

+) i eee ee °o 81,192 
Prior preferred—7%............ 40,596 ts) 
Preferred—6 % 57,592 65,000 
Common—*‘A"’ ($6 preferential) . 29,410 0 
Common—‘B”’ ($25 value—$1.50 

pref. divd. and participating 

he. ey See ie woes) 47,662 rs) 
Ce ES cease aavace’s 209 oO 
Common—one class............- 0 60,873 

NN ccc indawneensnsnas $264,582 $264,582 





The greater strength of the latter 
plan is made more apparent by the bars 
in Figure II, which show the relation 
of the charges created against the net 
income of $17,108,000. The several 
claims are ranked with priority running 
from the bottom of the bar to the top 
as in Figure I. Since in the revised 
plan all the preferred and common 
stock of this operating company is 
turned over to the holding company, 
dotted lines carry the amounts to the 
right, and the claims of the holding- 
company securities are superimposed 
upon these amounts in their respective 
order of priority. 

From Figure II it is apparent that 
both plans conform to the general 
convention that bond interest should 
be two times earned, though the revised 


2 This plan adopts the underlying principle of one 
advanced by C. H. Wilmerding, vice-chairman of 
the protective committee for Series One participa- 
tion certificates of the Chicago Railways Company, 
but departs radically in some of the details, notably 
those affecting the securities represented by that 


committee. 
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structure is somewhat less satisfactory 
in this respect, for reasons which will 
become apparent as the discussion 
proceeds. As for the usual rule that 
bond interest plus preferred dividends 
should be earned one and one-half 
times, the revised plan is somewhat 
more satisfactory. In fact, the bank- 
ers’ plan runs slightly over the rule at 
this point. If the “‘A” stock is classi- 
fied as a preferred issue, as it should be, 
the departure becomes extreme. 

Aside from reducing the number of 
stock issues from five to two, the most 
obvious difference between the two lies 
in the common stock. The single class 
of common in the revised plan is 
simpler, enjoys larger earning power 
than the combined classes of common 
in the bankers’ plan, and gives a 
stronger picture to the prospective 
purchaser of future senior securities. 
There are marked advantages in 
this simpler and stronger treatment; 
namely: 

(1) The increased likelihood of arriv- 
ing at a dividend for the common, 
which will lead to: 

(a) Decreased cost of financing senior 
issues. Buyers of this class prefer the 
bonds and preferred issues of a divi- 
dend-paying company. And, 

(b) With a stronger common, the 
possibility of financing through a 
common-stock issue improves. Before 
the $200,000,000 expansion program is 
completed, some such stock sale may 
be essential to maintain a _ properly 
balanced capital structure. The possi- 
bility of financing through the sale of 
the ““B” and “C” stocks—the real 
common issues of the bankers’ plan— 
is extremely doubtful and, in any case, 
would have to be done on a much 
larger scale to give the structure such 
solidity as the revised plan enjoys at 
the very outset. 
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(2) Furthermore, the bankers’ plan 
creates a very thin equity for the 
Class B and Class C stock. Should i: 
be necessary to seek a fare increase, the 
possibility of a very large gain to this 
thin investment may well raise much 
unfavorable criticism and_ hostility. 
The larger equity of the common iy 
the revised plan should avoid this 
objection. The results of such fare 
changes upon the holding company 
will be less apparent, especially since 
the regulation of return and of fares js 
the concern of the operating company 
only. 

Clearly then the modest reduction 
in charges, the elimination of the one 
preferred issue, and the simplification 
of the common stock into one reason- 
ably sound issue offer marked attrac- 
tions in this revised plan. These 
advantages lie in the future and are 
important in that by facilitating financ- 
ing they may well be the factor needed 
to prevent a breakdown in the expan- 
sion plan, which would incur the 
penalty of forfeiture to the city of all 
earnings over and above the preferred 
dividends of the operating company 
instead of only the normal stipulated city 
compensation of 3% of gross revenues. 

But fully as important as this ar 
the immediate advantages of the holc- 
ing-company device superimposed upon 
the revised operating-company struc- 
ture, in resolving some of the conflicts 
of interest created by the bankers’ 
plan. Under that plan the substitution 
of preferred and other stocks for bonds 
required the inducement of a higher 
rate of return, a process which weakens 
the “‘times-earned”’ position both of 
the issue itself and of any which follow 
it. Thus, if charges of 5% have been 
earned twice over, 6% charges will be 
covered only one and two-thirds times 
by the same earning power; or, if the 
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‘s earned one and one-half times, the 

‘ charges will be covered but 1.2 times. 
Under the revised plan either operat- 
‘az or holding-company bonds are 
fered to all bondholders, save for 
small issues of income bonds which 
ve but a contingent claim to earnings 
at present. The resultant improve- 
ment in the strength of the securities 
thus offered should make the lower rate 
return sufficiently attractive. In 
addition, the resulting improvement in 
standing of future issues should 
wer their cost and so preserve the 
equity of existing issues in earnings. 
\ttention should be called to the fact 
that the interest charges of the holding 
company, as shown in the chart, are 
earned over twice and that the pre- 
ferred dividends require less than one- 


tW 


d 
lf of the balance. 

The advantages set forth up to this 
point are those which will improve the 
likelihood of success of the traction 
ystem in the immense task ahead of 

\s such, they have a wide interest. 

Not only security holders, but also the 
bankers and the management whose 
utations are involved and the public 
whose convenience and _ pocket-book 

e tied up with the economical and 
iccessful achievement of the proposed 
rogram, are all interested. ‘The re- 
main \der of this discussion, save for the 

luding paragraphs, describes the 
di tails of the proposed security ex- 
inges and their logic. 


Treatment of the Senior Bonds in Revised 
Plan 


lhe first-mortgage bonds of three 
surface-line companies—the Chicago 
Railways Company, the Chicago City 
Railway Company, and the Calumet 
ind South Chicago Railway Company 
~are offered a closed general-mortgage 

% bond, which would permit the 
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creation of a senior open-end lien, 
subject only to the assumed divisional 
liens of the Chicago Rapid Transit, for 
financing futureexpansion. ‘This treat- 
ment is predicated upon the need to 
clear the way for a senior lien suff- 
ciently attractive to permit the required 
financing and yet to offer the best 
security possible to these most firmly 
entrenched _surface-line _ securities. 
Such a security for the present first 
mortgages falls half-way between the 
two classes of security proposed by the 
bankers’ plan in point of apparent 
safety and so represents an equivalent 
inthatrespect. Actually these general- 
mortgage bonds should prove a superior 
alternative when two safeguarding pro- 
visions, now lacking, have been added: 
first, that bond issues shall not be sold 
after the initial three-year period, unless 
interest charges upon all outstanding 
issues including the proposed issue 
shall have been earned 134 times in the 
preceding year, and secondly, that a 
cumulative sinking-fund be created for 
this issue. A 1% cumulative sinking- 
fund would retire the total issue at par 
in 341g years, and purchasing bonds 
at a discount in the open market would 
shorten this period. Such a fund would 
amount to over $800,000 the first year 
and should prove helpful in sustaining 
the market. The significance of the 
eventual retirement of $81,000,000 of 
bonds can best be appreciated by com- 
parison with the $200,000,000 of pro- 
posed financing for the next ten years. 

The protective provision under the 
bankers’ plan, requiring that future 
bond issues shall not exceed 75% of 
property additions, is hardly an ade- 
quate shield against a rapid and 
unprofitable construction program. It 
is sounder finance and sounder reorgani- 
zation strategy to offer strength rather 
than larger income. Larger return, as 
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already pointed out, means weakening 
the capital structure and so endanger- 
ing the long-run financial program. 


Chicago Railways Junior Bonds 


Instead of the different combinations 
of preferred and classified common 
stocks in debatable proportions as 
proposed by the bankers’ plan, the 
Chicago Railways junior bondholders 
are simply given correspondingly rank- 
ing liens in a holding company which 
owns all of the stock—both preferred 
and common—of the operating com- 
pany just discussed. The present Con- 
solidated Mortgage Series A 5’s could 
be given a principal amount of Col- 
lateral Trust 5’s equal to their principal 
plus accumulated unpaid interest since 
the date of default, February 1, 1927. 
A glance at Figures I and II shows how 
closely the position of the proposed issue 
corresponds with that formerly held. 

Since the feeling seems common that 
no very large difference in security 
exists between the Consolidated Series 
B 5’s and the Purchase Money §5’s, 
these might be offered the same security 
ranking after the Collateral Trust 5’s, 
such as an issue of Debenture 5’s for an 
amount equal to principal and accumu- 
lated unpaid interest. If desired, how- 
could be 


ever, two successive liens 
created without difficulty. In the 
bankers’ plan these two issues are 


offered varying proportions of three 
kinds of stock. (See Table II.) Sub- 
stantially the same priorities could be 
had in this revised plan with two liens 
the Purchase Money 5’s to receive 
one-half of their claim in each and the 
Consolidated B’s one-third in the prior 
and two-thirds in the secondary lien. 
The 4% adjustment income bonds 
could be offered similar 4% income 
bonds for an amount equal to their prin- 
cipal and unpaid-interest accumulation. 
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All of these four defaulted bond issyes 
are junior claims which must go without 
income or any fair market value until 
reorganization has been accomplished, 
Their position is quite different from 
that of the first mortgages, which cap 
take all income either as interest o; 
part payment of principal during the 
period of financial unsettlement.  Jus- 
tice demands only that such junior 
obligations receive substantially simila; 
strength, which can be had throug! 
holding-company securities. Their po- 
sition does not support any demand fo; 
increased income, but it would be wise 
in the interests of harmony to recognize 
their superiority to the succeeding stock 
equity by providing that all surplus 
income not used for extensions or 
betterments or the retirement of operat- 
ing-company bonds during the trying 
initial ten-year period be applied to the 
purchase of these issues in the open 
market. Such a course would proba- 
bly improve the market value of thes 
bonds as much as or more than the 
same amount distributed as additional 
income upon a higher-yielding preferred 
issue. Anything which will provid 
market support of this sort would tend 
to strengthen the standing of any other 
subsequent issues by the operating 
company. 


Connecting Railway 
Trust 


Chicago City & 


Reference to Figure I shows that 
the common stocks of the other surface- 
line companies—the Chicago City Rail- 
way, the Calumet & South Chicag 
Railway, and the Southern Railway 
have no junior bonds and occupy 4! 
earning position very similar to that 
of the Chicago Railways junior bonds 
and participation certificates combined. 
Such a position gives a claim to som 
securities of equal strength to that 
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nd issue iV the Chicago Railways junior which together with the bond issue 
’ Without bonds just discussed. Therefore, col- constitute the capitalization of the 
lue unt lateral-trust bonds and debentures of ‘Trust. The treatment of these Trust 
nplished. the holding company are proposed as shares is best deferred until the 
ent fron part of the exchange for these surface- remainder of its share in the new securi- 
hich cay lin mmon stocks. The amounts ties is determined. In order to deter- 
erest or iid be in the same proportion to the mine the suitable share of the Trust in 
ring the amounts allotted the Chicago Railways the stock of the new holding company, 
It. Jus. inior bonds as the capital accounts of it is first necessary to consider the 
1 junior these several surface-line companies question broadly as between the surface 
y a beartoone another. (The proportions lines and the elevated companies. 
throug vould not be substantially different ‘ as As 
heir p were earnings used as the basis of the “ Hlevated™ Junior Securities 
and f proportion.) Thus far the bonds of the elevated 
be wis ‘his allotment is simplified by the company, of the surface lines, and of 
cognize wnership of all these three common- the “Trust” controlling the three lesser 
ng stock tock issues, save for a five per cent surface-line companies have been con- 
surplus J minority interest in the Chicago City sidered. The remainder of earning 
ions 1 Railway common by the Chicago City power remains to be apportioned. ‘The 
operat- & Connecting Railways Trust. On problem arises out of the differences 

trying this basis the Trust would acquire 42% between the relative contributions of 
J to th ‘ the collateral-trust and debenture property and earning power. ‘The ele- 
© oper nds less the share of the small vated contributes relatively more of 
proba- minority interest just referred to. This Property as now valued; the surface 
f these share would amount to approximately _ lines, more of earnings. Deducting the 
an the $13,087,000 of collateral-trust 5’s and par of securities already provided for 
litional $17,429,000 of debenture 5’s, or $5,777,- and subtracting the charges on these 
eferred 900 in excess of the $20,616,000 princi- securities from the property and earn- 
rovide pal and $4,123,000 accumulated unpaid ing power contributed to the con- 
ld tend nterest (as of February 1, 1931) of the solidated system, the remainders show 
y other 5% collateral-trust bonds of this Trust.* as follows: 
ininee the Trust might liquidate its own TasLe V. Conrtrisutions or Stock EqQuiTiEs To 

led obligation with the bonds Property & Earninc Power or ComBINED 
7 acquired SYSTEM 
1lwa ; ; , , (Thousands of dollars) 
‘iter such liquidation the surplus 
. bonds together with any stock in the sna napennee 
that proposed holding company would be ' ; ‘oe 
irlace- available for distribution among the "Yiewr’ | vanee ll teas Toned 
g 

* Rail- 250,000 preferred and 150,000 common . | 

cag shares, Or participation certificates, eee ei satin 40,357/ 3.027 
vay planned for bonds: 

— me time has elapsed since the bankers’ reor- ar Rees 81, 192| veel] 4466 

‘thet — plan was written, so that it cares for only eee ee oe ae cota he 

| ee years interest, 1.¢., to February I, 1930. Should Income 4's...... S 2,760|.... . 110 

pond add al securities be provided for the accrued Undisturbed bonds. .|.......|48,517||....--. 2,534 
ined t since that date, the increases would probably Total for bonds al- 

we an increase in “A” and “B” stocks which ready planned... .|159,675/48,517|| 8,362 2,534 
sOnu 1 still further reduce the insignificant earning Ramatniecs........ 4,911\46,376 1,995 1,093 





that wer shown for the latter in Figure II. 
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The reason for the above anomalous 
remainders is soon apparent. The 
surface lines showed earnings of 6.3% 
upon property investment; by the 
heavy use of 5 % bonds in the operating- 
company structure of the Chicago 
Railways Company and in the holding 
company “Trust,” they developed con- 
siderable earning power for the modest 
stock equities. The elevated prop- 
erty, earning but 3.8% on its valuation 
and obliged to pay over 5% for its 
borrowed capital, naturally shows but 
a slender return on the investment 
represented by preferred stock, adjust- 
ment income bonds, and common stock. 
These figures also reveal the unwisdom 
of attempting wholesale offers of an 
increase from a 5% on old securities to 
a 6% rate on new securities in order to 
speed the wheels of reorganization. 

Giving recognition to the apparently 
greater need of the surface-lines stock 
interests for a settlement it is suggested 
that the elevated stock—represented 
by preferred stock, adjustment deben- 
tures, and common stock—be given a 
cumulative, preferential claim upon 
the net income of the holding company 
for an amount equal to, or even some- 
what greater than, its best reported 
earning power, this claim to be con- 
vertible into ordinary common should 
the common ever develop increased 
earning power in the future. (The 
adjustment debentures are 6% income 
bonds, of which 4% is cumulative. 
They follow the preferred stock and 
have received nothing.) The problem 
of exchanging these elevated issues for 
individual securities could be avoided 
by issuing to the elevated company 
(in exchange for its property) a pre- 
ferred stock of the holding company 
representing this claim, thus converting 
the elevated company from an operat- 
ing into a holding company. 








Such a program might be carried 
out by issuing to the elevated $46,376,- 
000 of 234% cumulative, convert). 
ble, preferred stock. Such an amount 
would provide not only for preferred 
dividends but for 4% on the adjustment 
debentures, which have received noth- 
ing heretofore. A dividend of one per 
cent on this preferred stock would 
virtually meet the entire dividend 
requirements of the elevated preferred 
stocks. 

For this preferred stock to share 
equally share for share with the com- 
mon stock of the holding company in 
any increased earnings upon its con- 
version, the number of shares of com- 
mon to be created will have to be equal 
to the earnings now available for it 
($1,949,000 as shown in Figure II 
divided by the annual dividend require- 
ment per share of the preferred ($2.75). 
This computation would give 708,727 
shares of common stock, earning $2.75 
per share, to be divided among the 
surface-line companies, presumably on 
the basis of earning power. Should 
the elevated convert its shares of 
preferred into common, it would own 
40% of the resulting total of common, 
or a proportion somewhat larger than 
its contribution to the property of the 
consolidation. 

The distribution of the holding- 
company common stock on the basis of 
earning power contributed to the con- 
solidation would give the Chicago City 
Railway minority common stockholders 
approximately 1.2 shares of this new 
stock plus $61 of collateral-trust 5's 
and $82 of debenture 5’s. If the pre- 
ferred shares of the Chicago City & 
Connecting Railways Trust received all 
the surplus assets over those distributed 
to the bondholders, as under the bank- 
ers’ plan, they would receive a share 
for a share plus the Debenture 55 
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-eady referred to, amounting to $23 
share. The participation certifi- 
res of the Chicago Railways Com- 
would receive the balance of the 
l\ding-company common, amounting 
slightly less than 450,000 shares, 
which if distributed among the 30,500 
; One preferred certificates would 

int to 1414 shares per share.‘ 


Contending Arguments 1n the 
Reorganization 
Before concluding as to the general 
merits of the revised plan and its fitness 
future financing requirements, the 
veral conditioning factors outside the 
mings position of 1929 should be 
iewed. These are: 

1. Franchise. The need of a fran- 
by the surface lines has been 
discussed. However, it is seriously 
juestioned as to whether operation of 
the Chicago surface lines could be 
halted, either as a legal or as a practical 
3 "Sponsorship of Financing. Con- 
essions to the security holders of the 
Chicago Rapid Transit, which is con- 
led by the Commonwealth Edison, 
are regarded as desirable in order to 
ire the full cooperation and sponsor- 
ship of the Insull interests for the future 
financing to be undertaken upon the 

acceptance of the new franchise. 
3. Economies in Consolidated Opera- 
n. With a transfer system between 
elevated and surface lines, it is 
irgued that many now using the latter 
will be induced to ride upon the speedier 
evated; if a higher load factor is 
iven, probably passengers could be 
transported at a lower cost per mile. 


€ 265,100 participation certificates are arranged 
ir series with successive claims to earnings. 
‘One } has a preferred right to $100 per share in any 
n of capital and cumulative preferred 
of $8 per share, which have not been paid 
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However, these economies may prove 
illusory, being lost by reduced revenues. 
No transfers are given now, and passen- 
gers using both systems pay the two 
fares. The elevated fare is ten cents, 
the surface-lines fare seven cents. 
Transfers from the former to the latter 
are hereafter to be given free; from the 
latter to the former, for three cents. 

4. Trafic Outlook. Since 1922 the 
surface lines have shown increasing 
traffic and net income each year, save 
for the abnormal year 1930. Such a 
record, in the absence of franchise 
troubles, should have given their securi- 
ties a unique position among traction 
securities. The elevated system, how- 
ever, has shown traffic declines in every 
year since 1926. The record net in- 
come of the elevated in 1929 was the 
result of increasing the fare to ten cents. 

5. Property Contribution with Future 
Earning Power. Because the earnings 
of the elevated have been less than the 
return permitted under the ordinance, 
that company’s property contribution 
to the total valuation of the consoli- 
dated system may result in additional 
earning power in the future for the 
consolidation. But with the ele- 
vated’s declining traffic and ten-cent 
fare, an increase in which probably 
would cause a decrease in gross and net 
revenue, that company could not expect 
to realize any such increased earnings 
independently. Hope lies in joining 
with the surface lines, in which case an 
increased fare on the latter, or earning 
power developed by the $100,000,000 
donated subways built partly out of a 
surface-line fund, or an improved load 
factor for the elevated through transfer 
of traffic, could make up the deficiency 
in return upon the elevated property. 
The subways are not a part of the 
property investment upon which a 
return may be earned; operated, how- 
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ever, as an integral part of the new 
system at ordinary fares, it is hoped 
that they may contribute earning power 
sufficient to raise the net income of the 
system to a normal rate without resort- 
ing to an unpopular, and probably 
inequitable, increase in surface-line 
fares. 

6. Reported Earnings. Since retire- 
ment allowances are low for the ele- 
vated as compared with the surface 
lines, and the elevated’s maintenance 
expenditures are probably inadequate, 
the use of the reported earnings of the 
several companies as a basis for negoti- 
ating a reorganization favors the former 
as over the latter.® 

7. Valuations. The reported valua- 
tions of the surface-line properties 
entering into the ordinance total are 
said to be on a lower general price 
level than that of the elevated property, 
and so to the advantage of the latter 
when employed as a basis of distribu- 
tion of securities. 

The most serious point in the fore- 
going list is undoubtedly that regarding 
the declining traffic of the elevated 
system. ‘Taken in connection with the 
relatively unfavorable position of its 
securities with respect to earning power, 
the consolidation with the surface lines 
comes at a most opportune time. 
With the depression in earnings of 1930 
the elevated could show its interest 
earned only by omitting the customary 
depreciation allowance, although the 
surface lines covered their charges 
satisfactorily. Clearly such a disa- 
bility does much to balance the unfortu- 


5’The 1928 annual stated: ‘‘While these 
amounts were sufficient to maintain the structure, 
roadbed and equipment in safe and efficient operating 
condition, the Company’s program of adequate 
maintenance calls for somewhat larger expenditure 
when the revenues permit.”” The maintenance for 
1928 was 17.4% of gross revenues, a figure slightly 
above the average for the five years 1926-30. 


report 
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nate franchise situation of the surface 
lines. 


Value of Holding Company 


Before concluding, proper emphasis 
should be laid upon two particularly 
valuable features of this operating. 
holding company arrangement, in addi- 
tion to those already mentioned. | 
the first place, because the holding. 
company plan makes possible bond 
issues in place of the preferred issues of 
the bankers’ plan, the interest charges 
would serve to reduce taxable income. 
A holding company owning 95% of an- 
other company’s stock may render a 
consolidated Federal income-tax return 
and use the interest charges of bot! 
corporations to reduce taxable income. 
The result is the lowering of the tax 
from $1,177,000 (at 12%) to $455,000. 
The importance of a saving of $722,00 
can be appreciated by reference to th 
other sums shown in Figure II. 

In the second place, by utilizing both 
preferred and common, instead of only 
the latter, in the operating-company 


capital structure, three ends art 
achieved; namely: 
(a) The preferred dividend auto- 


matically becomes a charge prior t 
city compensation under the present 
ordinance. ‘This protection serves as 
a safeguard to the holding company, 
providing an amount in preferred divi- 
dends sufficient to insure that com- 
pany’s fixed charges. 

(b) The common stock of the operat- 
ing company is made a somewhat 
thinner, though still substantial, equity, 
which in the event of the expansion 
program’s success will make its share 
earnings more attractive. A good divi- 
dend policy for this common woul¢ 
materially improve the outlook for 
successful financing. 

(c) Inits preferred stock, the holding 
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pany owns a security which at some 
ater date might provide funds to 
irchase additional common stock of 

operating company. If the operat- 
ng company’s common is to be in- 
-reased, it should be purchased by the 

|\ding company in order to retain 95 % 

ntrol and obtain the tax saving 
mentioned in paragraph (a). 


Practicality of Revised Plan 
In concluding, two points require 
consideration; first, the relative satis- 
factoriness of the revised plan in facili- 
tating future financing and, secondly, 
its ability to win essential support 
security holders. As for financ- 
ig during the initial three years, it is 
nerally believed that $25,000,000 of 
é required $65,000,000 will be in the 
rm of a prior preferred issue and the 
balance in first and refunding mortgage 
[he first may be absorbed privately 
by some financing or holding company 
the Insull group. While preceded 
by a larger amount of fixed charges 
inder the revised plan than under the 
bankers’ plan, because of the substitu- 
tion of general-mortgage bonds for the 
preferred offered to the first- 
mortgage liens under the latter plan, 
nevertheless the dividend on such an 
issue when added to all underlying 
harges would show substantially the 
ame “times earned” under both plans. 
As for the $40,000,000 first and 
funding bonds, they should even 
njoy some advantage under the revised 
plan, since they would represent the 
nly issue of that rank, whereas under 
ne bankers’ plan they merely rank 
a par with the similar amount 
ready issued in exchange for old 
lirst-mortgage bonds. 
This initial financing would be spread 
ver the three-year period, which would 
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allow time for earning power to develop 
from the extensions made. 


Should this 
income growth be slow, the income at 
the 1929 level would stand a drain in 
excess of $3,000,000 before the pre- 
ferred dividend of the elevated would 
suffer, and of $6,324,000 before the 
fixed charges of the holding company 
would be threatened. (Six per cent of 
$65,000,000 amounts to $3,900,000.) 
The sturdiness of the holding-com- 
pany structure is indicated by the 
fact that even the very reduced earnings 
of 1930 were adequate to cover all 
the interest charges of both the oper- 
ating company and the holding com- 
pany by a margin of $1,000,000 as 
shown in Table VI. However, were 
TasLe VI. Depression EARNINGS OF 1930 
ComMPARED WITH INTEREST CHARGES UNDER 


REvIsED PLAN 
(Thousands of dollars) 





Surface; Ele- 
Lines | vated 
' 


| Total 


Revised plan int. charges. |10,786'| 8,252 |2,534 
Reported net for interest.|11,769|| 9,037 |2,732 
Revised net earnings*....|10,962|| 9,604 |1,358 





* Revising renewal-fund contribution as stated in text. 
Net for elevated includes $280,000 of non-operating income. 


these reported earnings figures revised 
to allow for the new renewal-fund 
provision the margin would be nominal. 
Under the ordinance a sum equal to 

% of gross is to be set aside to be 
used for either renewals or additions, 
taking the place of depreciation allow- 
ances. At present the surface lines are 
obliged to pay 8% of gross into such a 
fund. The elevated pays none;in 1930, 
in fact, it omitted the customary depre- 
ciation allowance which would represent 
the accounting equivalent. 

A combination of depression on the 
1930 scale and the added fixed charges 
of the new financing would embarrass 
the holding-company fixed charges; 
with business revival imminent and 
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with the World’s Fair but two years off, 
however, such a coincidence seems 
improbable. 

After the initial three years, what 
with $65,000,000 of new capital through 
financing and a $100,000,000 donated 
subway added to the existing $264,000,- 
ooo of property, the system should 
produce, if the expansion is soundly 
conceived, sufficient earning power to 
make possible without too great difh- 
culty the gradual financing of the 
remaining $135,000,000 of the program. 

The income might even be adequate 
without any fare increase, which is 
always to be avoided if possible because 
of the public feeling aroused and 
the danger of reducing trafic volume. 
Because of the weak initial position 
of the several common stocks in the 
bankers’ plan, increased fares are re- 
garded as a virtual certainty at the 
end of the first three years, which must 
elapse before such an increase may be 
had. A capital structure in distress 
may be politically helpful in winning 
an increase but endangers the security 
holders in the event of failure. 

The answer to the last question, as 
to whether or not this plan could win 
acceptance, is in doubt. In view of 
the presumably exhaustive canvass of 
plans by the reorganization managers, 
the answer would appear to be nega- 
tive, although the forcefulness with 
which a plan of this type was presented 
isunknown. ‘The holders of the impor- 
tant first-mortgage bonds of the surface 
lines may have objected to receiving 
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Iess than half in new first-mortgage 
bonds, in spite of the fact that ay 
analysis of the alternative presented 
makes the correctness of such a stand 
appear doubtful. 

On the other hand, those in contro] 
of the elevated may have felt that 
a less careful preservation of priorities 
was desirable and that in the future 
their own position would be stronger 
if some of the surface-line junior liens 
could have their interests identified 
with their own by the acceptance of 
““A” and “B” stock. The important 
influence of the elevated is seen in the 
arrangement of voting power. While 
the prior preferred, preferred, and “A” 
stock all have $100 par, or “declared,” 
value, the “‘B”’ stock, the bulk of which 
goes to the elevated common stock 
and income bonds, is divided into $25 
shares, thereby multiplying its voting 
strength. The first three issues com- 
bined amount to $127,597,700 and 
have 1,275,977 votes; the “B” stock 
amounting to $47,662,800 has 1,906,512 
votes. As a result, the elevated com- 
mon and income bonds will hold about 
40% of the voting power. 

The objections, then, of either th 
surface-line first-mortgage bonds, 
the dominant interests in the ele- 
vated, or both, would constitute the 
probable basis for rejecting this alter- 
native reorganization plan built along 
conventional lines, which give primar) 
emphasis to the earnings position 0! 
the securities involved. 
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The subject of investment-trust? in- 
me reports is particularly timely. 


[he discussion and survey will be limited to that 
of trusts commonly called “general manage- 

f unlimited investment powers but specializ- 
diversified investments in securities of various 
Companies that are clearly of the trading, 
ling, or finance type have been excluded as have 
e of the contractual unit-share type. Trusts in 
ter classes are faced with problems essentially 

t from those of the general-management type 
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McMARTIN 


During the past two years vast sums 
have been placed in investment-trust 
hands. The total has passed the 
$3,000,000,000 mark. Adequate reports 
have always been essential, but as the 
size of trust investment increases, the 
importance of income reports is greatly 
accentuated. ‘The less favorable oper- 
ating results of trusts during the last 
fifteen months contribute to the im- 
portance of adequate statements at 
this time. It is essential for investors 
clearly to understand the true results and 
to be able to evaluate their securities 
properly. Furthermore, the diversity 
of operating plans and programs of 
recently organized trusts has made 
selection increasingly difficult. Income 
reports, adequate as to both form and 
content, would be of great value to 
potential trust investors who are faced 
with the problem of choosing between 
several trusts. Because of the com- 
paratively short existence of most trusts, 
satisfactory income reports are partic- 
ularly necessary at this time. While 
the ability of trust management might 
be revealed even by inadequate reports 
if accumulated over a long period, 
such extensive records of management 
are available only in a very limited 
number of cases. In addition, the 
majority of investment-trust investors 
are probably capable of interpreting 
true results only when they are clearly 
set forth. They are one more step 
removed from the basic investments. 
Additional accounting entanglements 
should not be interposed. 

Trusts themselves are finding the 
publication of adequate reports to their 
advantage. In the absence of such 
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reports, the tendency has been for in- 
vestors to overdiscount management. 
Moreover, since investment trusts have 
been most insistent in their demands 
upon industrials for complete and 
informative statements, consistency 
demands that they make equally satis- 
factory reports of their own operations. 

The responsibility for adequate state- 
ments rests with the trusts and in- 
directly with trust investors. Stock- 
exchange requirements, with the 
exception of those of the New York 
Stock Exchange, are not constructive 
even as to content, much less as to form. 
The New York Stock Exchange limits 
its requirements to those of content. 
While notable improvements have 
resulted in the statements of trusts 
listed on that exchange in regard to 
the subdivision of income and expense, 
the treatment of stock dividends, the 
reporting of the gain or loss in the 
amount by which market value of 
securities held exceeds or is less than 
book value, the appropriation and 
reporting of reserves, and the showing 
of surplus, the investor has been left to 
puzzle out the interrelations of the 
income and surplus statement and the 
balance-sheet. This exchange, which 
is the foremost exponent of proper 
reporting, has not concerned itself with 
matter of form, although it has indi- 
cated a willingness to discuss such 
problems with trusts individually. 

On the other hand, the great majority 
of investment-trust securities are not 
listed on any exchange and probably 
never willbe. Even though the various 
exchange requirements might be per- 
fect, they would be without direct 
effect on the majority of trusts. 

Like the exchanges, the great major- 
ity of the states have imposed few or 
no restrictions on the content of income 
reports. Matters of form have been 
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left strictly to the trusts themselves. 
Massachusetts, New Hampshire, and 
Utah have been foremost among the 
states in formulating income-reporting 
requirements for trust securities sold 
within their jurisdictions. 

These requirements have been lim- 
ited, however, to calling for a separate 
reporting of income from different 
sources and notations permitting the 
calculation of appreciation or deprecia- 
tion. While the requirements fall fa 
short of the demands of the situation, 
their value is also limited to those 
securities sold within the respective 
states. 

Little improvement can be expected 
from the states. Legislatures are 
notorious for moving slowly. and, in 
many cases, blindly in such matters. 
The problems of regulation have been 
turned over to such bodies as securities, 
industrial, railroad, and utility com- 
missions. Forms sent to the trusts on 
which they must report are almost 
totally inadequate for even the present 
nature of reports. They are implicit 
admissions of the lack of thought given 
to the problem. 

The conclusion is self-evident. A 
vital and timely problem in American 
finance has been wofully neglected by 
the public, by the trusts themselves, 
and by the regulatory and supervisory 
bodies of the states and stock ex- 
changes. Relief must come from the 
well-informed demands of trust in- 
vestors themselves. 

True income-reporting in the in- 
dustrial field is exceedingly difficult, 
even assuming that management has 
the best of intentions in regard to 
showing the true facts. The weakness 
of industrial reports lies in the fact that 
certain items such as depreciation, 
inventory valuation, and provision for 
bad debts are almost invariably based 
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pinion. Assuming the honest 
n of investment-trust manage- 
a ent. a casual examination of the 
ss would tend to reveal that the 
ting of the true realized income is, 
| be, a simpler task. None of 
problems is involved. Dif- 
of opinion and accounting 
, however, are again important 
that are vital determinants of 


first essential is that income from 
urce must be disclosed. The 
hoa principal sources of income are five in 
r, namely: interest on call loans 
h deposits, interest on bonds, 
ds, profit realized on sales of 
‘s, and profit realized on closed- 
1 it yndicate operations. 
tters. is subdivision of income by sources 
bee ntial because profits fit into one of 
rities, two classes in varying degrees. Profits 
n ther of a recurring or of a non- 
ts on recurring nature. Unless _ investors, 
nd particularly holders of preferred 
k and interest-bearing securities, 
be misled, income must be re- 
riven ted in a way that permits an 
ate of its recurring or non-recur- 
A ring probabilities. 


Income from Dividends and Rights 


However, neither management nor 
sory the investor should be satisfied with the 
ex- bare reporting of income, as is outlined 
the above. While the methods of deter- 
ining interest received and accrued 
ot of a debatable nature, the re- 
in- aining items are. First consider 
ult, income derived from dividends. The 
1as question immediately arises: Are stock 
and rights included or ex- 
ess luded? Three principal methods are 
hat irrently followed in handling stock 
on, ‘ividends received and held. The first 
for nethod includes them in the port- 
sed » at no value, the effect being to 


to lividends 
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reduce the average cost per share 
owned; in this case obviously no income 
is reported. The second method in- 
cludes them in income at the same 
value as that charged to earned surplus 
by the issuing company. In other 
cases they are taken into the portfolio 
and reported as income on the basis 
of a “fair”? market value. 

The proper treatment of a_ stock 
dividend depends upon its nature. Is 
it simply a split-up? Is it evidence of 
the stockholders’ equity in previously 
accrued earned surplus? Or is it a 
periodical stock dividend in lieu of 
cash and, if so, has it been properly 
charged against earnings or earned 
surplus? As Hoxsey points out, in the 
case of a periodical stock dividend the 
minimum sum to be charged against 
earnings or earned surplus appears to 
be the sum of the theretofore capital 
and capital surplus per share for each 
share issued as a dividend. ‘The charge 
should be increased where there are 
substantial uncapitalized tangible or 
intangible assets. The test of a true, 
currently earned stock dividend is that 
after its payment the total book value 
per share shall be as great as or greater 
than the total book value prior to the 
accumulation of the earnings upon 
which the stock dividend is based. 
Enough must be earned to provide a 
similar amount of earned surplus per 
share on the shares about to be issued 
as a stock dividend.’ 

The New York Stock Exchange per- 
mits crediting stock dividends to in- 
come at a figure no larger than that 
charged against earned surplus by the 
issuing company. However, as Mor- 
gan points out, this method is im- 
practical where stated values are much 


2 “ Accounting for Investors,” an address by J. M. B. 
Hoxsey to the American Institute of Accountants, 
September, 1930, pp. 24-35. 
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lower than real values.* To avoid 
misleading the stockholder, in any case, 
it is obvious that the best method is to 
include stock dividends in the portfolio 
at no value and thus to report no 
income. The purpose here is not to 
settle the question of how various 
stock dividends should be reported; 
it is to inform trust stockholders of the 
vital nature of the question, so that they 
may insist upon knowing whether or 
not the trust in which they are inter- 
ested includes stock dividends with 
cash dividends (if so, to what extent) 
and how their value is computed. A 
statement of the method of treating 
stock dividends is an essential part of an 
adequate income report. 

The same problem applies to stock 
dividends and rights that are sold. 
If the entire proceeds are credited to 
income the profits will be large. If 
average costs are used when stock 
dividends are received, profits will 
be smaller, and, likewise, if a portion 
of the cost of the original stock is 
assigned as the cost basis of the rights 
sold, the profits on sales will be reduced. 
As in the case of computing income on 
stock dividends received the answer is 
the same. To avoid confusing in- 
vestors, a trust is obligated to disclose 
the method used and the amount of 
such income reported. 

There are ample grounds on which 
trusts may be criticized for including 
in income dividends declared but not 
yet received. Recent experience has 
provided frequent examples wherein it 
was neither legally nor physically pos- 
sible to pay dividends that had been 
declared. A change in 


previously 
would be a_ distinct 


this practice 
improvement. 
8’ Walter L. Morgan, C. P. A., “Are the Earning 


Reports of Your Investment Trust Misleading?” 
Keanes Investment Trust Monthly, March, 1930, p. 231. 
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Profits or Losses on Security 
Transactions 


The profit realized on sales of securi- 
ties depends upon the method used to 
compute the cost of securities sold. |; 
is obvious that, unless the net sale 
price is exactly the same as the net 
purchase price, the sale of a security 
necessitates a profit or loss. To debit 
the investment account with purchases 
and credit it with sales, thus hiding 
profits and building up a secret reserve 
through investments carried at a ficti- 
tious book value, should not be tol- 
erated. The purpose of hiding losses at 
one time is to conceal profits at another 
time. Neither should the value of 
investments be written down, for such 
practice transfers profits from one 
period to another and hides one of the 
fundamentals of a true analysis of 
results from investors. The words 
“book value” after investments should 
be considered as a red flag of warning. 

The inclusion of profits or losses 
from sales of securities in the income 
account is not essential. A _ recent 
recommendation of the New York 
Stock Exchange outlines convincingly 
the advantages to be gained by elimi- 
nating the item. The recommenda- 
tion reads: 


While recognizing that corporations have 
a right of choice in this respect, the com- 
mittee is strongly in favor of eliminating 
from the income account all profits or 
losses on security transactions, and of 
crediting or debiting them direct, preferably 
to a properly designated reserve account, 
or else to a special surplus account which 
should be a segregated part of the earned 
surplus. 


The recommendation is of particular 
value because it accomplishes, without 
a possibility of misinterpretation, the 
segregation of recurring and non-recur- 
ring income that has already been 
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to as essential. The state- 
net the committee clearly sets 
forth their reasons as follows: 
Such gains and losses are more closely 
elated to the unrealized appreciation or 
jepreciation of the portfolio and to the 
rrent dividend and interest income. If 





his procedure 1s followed, investment- 
trust reports will be more informative to 


tors. in that the income account will 


then ¢ learly set forth merely the net results 


between current income and current 
stgo; this information, separated from 
curity profits, is of particular value to 
lders of prior securities bearing a fixed 
ite of return. Furthermore, there would 
us be eliminated any basis for the illusion 
hat occasional profits realized on the sale 
f securities form a proper basis for measur- 
ntinuing earning power. Where this 

ne it would appear to be quite proper 
add as a footnote to the income account 
statement showing the change which has 
en place in this reserve or special surplus 


The recommendation of the Ex- 


ge continues to read: 


any 


The accumulation of net profits from 
ecurity transactions in a reserve or special 


surplus account will not make them un- 


uilable for distribution in the form of 


special dividends, either in stock or in cash. 


Gy 


ch dividends when declared should, how- 


ever, carry with them a clear indication of 


eir character, and the development of 


fusion between income received by 


shareholders by virtue of regular current 


irnings would be prevented.‘ 


distinction in dividend pay- 
necessitated by the elimination 
{such profits from the income account 
hus an especial advantage of the 
mmendation. 
Obviously, as the Exchange points 

| either profits or losses from 
irities are to be included, both of 


ft of April 17, 1931. Statement on Invest- 
lrusts (Management Type), Committee on 
x List, New York Stock Exchange. 
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them should be included. And most 
important of all, the items should be 
clearly segregated from the recurrent 
income from dividends and interest. 
As well as a notation in regard to 
the method of determining the cost of 
securities sold, any change in the 
method as from a basis of charging 
first sales against first purchases to 
an average cost basis should be noted. 
Likewise any changes in the method of 
treating stock dividends or rights should 
be strongly emphasized, for such changes 
are likely to invalidate comparisons. 


Importance of Unrealized Income 


In addition to an adequate statement 
of realized income, a trust must indicate 
the unrealized appreciation or deprecia- 
tion in its portfolio. ‘This necessitates 
the statement of investments valued at 
market and at cost. The New York 
Stock Exchange has recognized this 
necessity. It has required listed trusts 
“to publish in each annual report a foot- 
note to the Income Account showing the 
increase or decrease during the current 
year of the amount by which the 
market value of securities held exceeds 
or is less than their book value.” 

The argument is sometimes advanced 
that, since the portfolio does not have 
to be sold at a loss at any certain time, 
it is not synonymous with a merchan- 
dise stock in trade. Another argument 
advanced in support of the contention 
that market value need not be shown is 
that such value is often a result of con- 
ditions but remotely connected with 
true value as judged by the intelligent 
analyst. Admitting that the first con- 
tention is true, assuming that unforeseen 
circumstances do not necessitate rapid 
realization, and that the second argu- 
ment is often true, there are potent 
arguments compelling the indication of 
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market value, cost value, and the 
unrealized depreciation or appreciation 
during the period. 

A trust investor buys a share in the 
portfolio managed by the trust ex- 
ecutives. It is essential that he know 
how much he is paying for assets, 
compared to what he would have to pay 
if he bought them in the market, and 
how much he is paying for management. 
Moreover, profits on sales of securities 
have been an important source of 
investment-trust income. The appre- 
ciation above or the depreciation below 
cost at the end of one period indicates 
to the investor, along with the general 
movement of the market averages, the 
trust’s possibilities in the way of secur- 
ing profit from sales during the next 
period. 

To refuse to show the relation be- 
tween market and cost allows the 
investor to form an opinion of the 
effectiveness with which management 
has operated only in respect to actual 
realized profit or loss. Most important 
of all, the revelation of unrealized 
profits or losses permits an analysis 
of results that eliminates variations 
between trusts as a result of wash sales 
and tax sales. Ifa trust sells a security 
that has appreciated and immediately 
repurchases it, the trust is in no better 
position than one which has not made 
However, the first shows a 
realized income and the second no 
income. On the other hand, if one 
trust sells a depreciated security to 
establish a tax loss and thus incurs a 
realized loss, it is in no worse position 
than the trust that did not make the 
sale. Yet on the basis of realized 
income alone, it would appear to be less 
successfully managed. 

To hide appreciation and obscure 
losses by means of hidden reserves, 
on the grounds that to do so is to be 


the sale. 


conservative, is unsound. Neither the 
accountants’ nor the trusts’ job is to be 
conservative in this manner. Thei; 
function is to show to investors the 
actual results and current status jn as 
true a sense as possible. A _ trys 
investor rightfully expects results jp 
two forms. The first is realized income 
and return in the form of dividends 
The second is growth in the net-asset 
value of his equity. The latter is a; 
important as the first, especially in 
the case of those trusts which invest 
for long-term appreciation rather than 
for dividend and interestincome. The 
information should not be hidden. 

For the same reason that income 
must be shown separately by sources, 
sO must expenses and deductions be 
itemized. Some are of a recurring 
nature and some are non-recurring. 
The relationship between income of one 
type to expenses of the same type is 
important. Moreover, the relation- 
ship of the management fee to income 
is essential for comparative purposes. 
An investor should know the cost of 
management as well as its results. An 
adequate subdivision of income would 
include at least the following items: 
management fee, transfer agents’ and 
other fees, interest, provisions for taxes, 
and miscellaneous expenses. 

In addition to the statement of 
profit and loss with contents as out- 
lined, a reconciliation of surplus must 
be included. This must reveal th 
disposition of income and must disclose 
any sources of income or charges which 
ordinarily should appear in the income 
account, but which have been buried 
in surplus. The surplus reconciliation 
must be divided into a capital-surplus 
section and an earned-surplus section. 
If there is one class of surplus, it must 
be properly labeled. 
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Absence of Statistical Information Is a 
Serious Fault 


The amount of statistical information 
. be included in the income report is, 
course, a debatable question. The 
sults of a statement overloaded with 
statistical information are probably as 
sreat as those of the statement that 
as entirely omitted such information. 
nsequently, only the statistical infor- 
ation of the most important nature 
as been suggested for inclusion as 
follows: (1) net assets per share on the 
basis of market values, together with 
net change for the period; (2) earnings 
ner share, realized and_ unrealized 
own separately; (3) per cent earned 
n the average invested capital, realized 
nd unrealized shown separately; (4) 
an analysis of the change in profit 
variables. 
Net assets per,share should be noted 
; indicated because this item, together 
vith earnings, is the primary concern of 
the investor. An industrial investor 
chiefly concerned with realized profits 
ind return to himself. On the other 
hand, the investor in an investment 
ust is primarily interested in seeing 
investment grow in value. That 
his view-point may change, as trust 
managements turn to the English prac- 
tice and strive for regular profits from 
terest and dividends, is a distinct 
possibility. Nevertheless, it will con- 
tinue to be true that net-asset value is 
far more important figure to an 
‘stment-trust stockholder than to an 
ndustrial investor. In the case of 
general-management trusts, it can be 
accurately computed and should be in- 
luded; the investor should not be 
to calculate the figure for 


oo 


bliged 
imself, 
_As has been pointed out, earnings per 

ire may become of increasing impor- 
It is at present one of the two 
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chief concerns of the investor, and as 
such the figure should be computed and 
published. ‘The percentage of earnings 
on the average invested capital is an 
unequaled figure for comparative 
purposes. 

An analysis of changes in profit 
variables would include the changing 
proportion of assets held in the form of 
cash or the equivalent, in the form of 
interest-bearing securities, and in the 
form of stocks. Such an analysis is 
essential in order that the investor 
may more readily interpret and form a 
judgment of managements’ policies 
and, more important, change in policies 
in the face of changing conditions. 
Those changes having an important 
effect on profit possibilities are brought 
to the stockholders’ attention, whereas 
they might otherwise pass unnoticed. 

The above discussion of the essentials 
of an adequate income report should 
not be misunderstood. The discussion 
has been limited to the essentials, 
using the word in the literal sense. No 
attempt has been made to include 
superlative refinements. 


Shortcomings from the Point of View of 
Content 


In order to present a reliable picture 
of the general state of income-reporting 
by general-management trusts and to 
show wherein the reports fail to present 
the requisite facts, a survey has been 
made of the recent reports® of eighty 
companies. The basis of selection was 
to include as nearly as possible all 
those trusts of the type under discussion 
which may be said to be well 
established, having published at least 
two annual reports. 

The results are in themselves the 
most emphatic statement possible of 


5 At the time of the survey, 1930 reports were not 
available. 


499 


ae eee ee aa! ae ant 














498 HARVARD BUSINESS REVIEW 


the problem before stockholders and 
potential investors. Of the eighty 
trusts: four presented no income reports 
whatever, confining the report to 
a balance-sheet; forty-one grouped 
sources of income in various ways, 
preventing a thorough analysis; nine- 
teen grouped all income; seventy com- 
panies failed to note the method of 
including stock dividends in income; 
almost without exception the method 
of computing the profit on stock divi- 
dends and rights sold was not shown. 
In regard to expenses, approximately 
30 per cent either grouped expenses 
so as to prevent analysis of the recur- 
ring or non-recurring nature, or failed 
to show the management fee where 
such a fee was paid; fifteen concerns 
reported all or a part of income net. 
The shortcomings as to proper treat- 
ment of surplus were wide-spread. 
Forty-nine trusts failed to present a 
reconciliation and thirty-seven failed 
to specify the source of surplus. 

Thirty companies included no nota- 
tion as to the market value of the 
portfolio and twelve failed to note 
either market or cost, carrying invest- 
ments at some arbitrary book value. 
Almost without exception, even where 
the basic information was reported, the 
gain or loss from appreciation or de- 
preciation during the period was not 
computed and indicated. Fifty-three 
trusts did not show net-asset values. 
With the exception of a very few cases 
statistical information was otherwise 
wholly omitted. The percentage of 
earnings on the average invested capital 
was left to the investor to compute. 
An omission equally serious to any 
described was the almost universal 
failure to emphasize or even hint at 
changes in accounting policies that 
would invalidate comparisons. 

The faults of the statement exam- 


ined do not appear to be confined » 
the smaller, more closely held trusts 
Both large and small organization; 
share alike in the responsibility {o; 
omissions. It should be noted, how. 
ever, that those trusts listed on the 
New York Stock Exchange have been 
omitted from the analysis. Theiy 
statements are practically uniform, and, 
although the requisite statistical infor. 
mation is often omitted, the improve- 
ment over the general run of statement; 
is pronounced because of the exchange 
requirements. 

The cases in which there have been 
improvements in the content of state- 
ments during the last two years have 
been far more numerous than the cases 
that reveal further omissions. How- 
ever, the progress has been almost 
wholly limited to the inclusion of 
information as to market value and 
the more complete subdivision of in- 
come from various’ sources. The 
reason for the favorable change is 
probably to be found in the influence of 
the stock-exchange requirements and 
the fact that the majority of trust 
shares are selling below their net-asset 
value based on the market value of the 
portfolio. There is still much progress 
to be made in this regard, however, 
as is evidenced by the above survey. 
Progress in other directions has been 
very much neglected. ‘The public must 
be made to realize the significance of the 
improvements as to content and must 
prevent a return to the old methods 
when more prosperous times return 
and when trusts again have an ince?- 
tive to hide true earnings under the 
old guise of conservative practice. 


Shortcomings from the Point of View of 
Form 


Of equal importance to the matter 0! 
content is the subject of form. En- 
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may be misplaced and _ the 
nature of the report miscon- 
strued by variations in the form of 
of ¢ the same information. Ex- 
naples arenumerous. During the past 
months of sharply declining 

y prices and steadily shrinking 
sset value, numerous trusts have 
rted what appeared to the casual 
r to be steadily increasing profits 
an equally steadily mounting sur- 
Changing profit variables and 
ilized depreciation have _ been 


iden in footnotes and otherwise 
nderemphasized. Even those trusts 


attempting properly to present the 
results of the period have to a large 

xtent failed to do so. 
The established form of income- 
reporting inherited from the industrial 
| commercial usage of the past is 
inadequate in two respects. In the 
the customary form of 
income-reporting makes no attempt to 
report the effect of the operations of 
the period on net-asset values. As has 
already been briefly pointed out, the 
net-asset value is one of the most impor- 
figures that an investment trust 
an report. The increase or conserva- 
ti asset values is a fundamental 
bjective of both trusts and investors 
is fully as significant as current 
return. It is a complete summary of 
rating results, combining the effect 
come, disbursements, apprecia- 

n, and depreciation. 
While fifty-three out of eighty trusts 
xamined did not show the figure at all, 


first place, 


thirty-two of those did not present the 


necessary for its computation. 
ver, the mere reporting of the 
igure is not sufficient. Changes may 

caused by realized income or loss, 
alized appreciation or depreciation, 
dividend disbursements. ‘The in- 
r should be able to interpret 
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readily from the report the causes of 
the increase or decrease. He should 
be made to understand the significance 
of the various factors of operation with 
respect to that figure. Vital as this 
information is, an adequate form of 
reporting it is not to be found among 
general-management trust reports. 

In the second place, the customary 
form of reporting is inadequate in 
that it neglects to include any but the 
most superficial information as to profit 
variables and sources. The complete 
industrial income report explains in- 
creases or decreases in profits by show- 
ing figures on sales and the cost of 
sales. The investment trust explains 
nothing. As sales form the basis of 
industrial income, so the quantities of 
various types of earning assets are the 
fundamental of investment-trust in- 
come. The form of the income report 
must be such that it will include this 
essential information. 


Forms Suggested to Remedy the 
Shortcomings 

To remedy the shortcomings dis- 
cussed above, two reporting forms have 
been devised. One is an additional 
statement to those usually presented 
and the other is a revised form for 
reporting income. 

Consider first the following addi- 
tional statement which may be called 
“an analysis of changes in financial 
position.”® The statement should be 
supplemented by the usual balance- 
sheet and the revised form for reporting 
income. The purpose of the state- 
ment, in brief, is to correlate the effect 
of profit or loss, appreciation or depre- 
ciation, and dividend disbursements 


6 For illustrative purposes the figures in the two 
statements presented have been secured from the 
actual statements of Third National Investors Cor- 
poration, a typical general-management trust listed 
on the New York Stock Exchange. 
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500 
on the equity behind the common 
stock. More specifically, the purpose 


is threefold. It is designed to reveal: 
(1) the changing nature of the assets 
making up the net-asset value per 
share; (2) the decline in total net 
assets and net assets per share; and 
(3) the cause of the decline. 

Reading each line of Table I from 
left to right, the assets at the beginning 
of the period, the increase or decrease 


Taste [. 
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decline during the period, and the ne; 
assets as of the end of the period. Th, 
disposition of assets is then shown jp 
total and per-share figures. The item. 
ized total of assets disposed of jy 
various forms of course agrees with the 
figure showing the total decline. The 
final figures show the net assets per 
share at the end of each period together 
with the per-share decline. The state- 
ment follows. 


ANALYSIS OF CHANGE IN FINANCIAL POSITION 


during Period, Dec. 31, 1929—Dec. 31, 1930 


Net Assets Dec. 31, 1929 











Change in Assets 


Net Assets Dec. 31, 1930 








Increase Decrease 
Cash $48,691 $41,266 a oe rere: $89,957 
Call loans 1,200,000 $600,000 Call loans.... 600,000 
Time deposits 100,000 Time deposits... . 100,000 
Short-term notes. 400,000 Short-term notes... 400,000 
Investments (market) 7,879,300 2,063,062 Investments (market). 5,816,238 
Dividends received 37,453 6,977. Dividends received.... 30,476 
Prepaid taxes 9,485 13,200 Prepaid taxes......... 22,685 
$554,466 $2,670,039 
554,466 
Total assets $9,174,929 Net decrease in assets... $2,115,573 Total assets....... $7,059, 356 
Change in Liabilities 
Less: Less: 
Liabilities (other than Liabilities (other than 
equities) 95,522 Net decrease in liabilities. 49,595 | AOC ete 45,927 
Net assets . $9,079,407 Decline in net assets.... $2,065,978 Net a00ets....<is.< $7 ,013, 429 


Disposition of Assets 


Per Share 
Unrealized loss*. $7.97 


Realized loss... . 
Dividends paid.. 


Total 

$1,752,766 
a3 93,212 
.0O 220,000 





_ $9.39 
Decline in net assets per share $9.39 
* Excess of cost over market value of investments on Dec. 31, 1929. 

Excess of cost over market value of investments on Dec. 31, 1930. 


Net assets per share $41.27 


Change for the year ended December 31, 1930.... 


in each asset, and the resulting assets 
at the end of the period are shown in 
detail. If the liabilities other than 
equities are significant or if important 
changes have occurred, their treatment 
should be similar. In the above exam- 
ple they have been grouped because of 
theirunimportance. Theanalysis leads 
to the figures showing the net assets 
as of the beginning of the period, the 
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$2,065 ,978 
Net assets per share $31.88 

aad aie $1,612,055 
3,364, 821 


. $1,752,766 


However true a picture the form 
may present of the effect of the opera- 
tions of the period, a closer analysis 0 
the items “Realized Loss” and “Un- 
realized Loss” is necessary. To the 
fullest possible extent information must 
be presented that will serve the func- 
tion of the sales and_ cost-of-sales 
figures in industrial reports. 

In the following Income Account 





” 


—] al to 






id the net 
od. The 


erage value at cost of assets of 
rious types is shown, together 


Shown in with the gross income from _ those 
The item. assets and the percentage the income is 
ed of ir cost. Revenue income has been 
with th isized by separating it from the 
ne. The ft or loss realized on sales. The 
Ssets per ns, shown as percentages of 
together net assets at cost, are sub- 
he state- | from gross revenue. ‘The real- 


loss or gain on the portfolio is 
ibtracted or added, resulting in 
profit or loss figure and the 
secured on average net assets 
The investor is furnished a 
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centage is also computed. This gives 
the total realized and unrealized net 
profit or loss and the percentage that 
figure is of invested assets at cost. 

The per cent of return from realized 
and unrealized appreciation or depre- 
ciation on the average cost value of the 
portfolio is computed. This is done 
for comparative purposes and in order 
to emphasize similarity of realized and 
unrealized profit resulting from the 
reinvestment problem and the con- 
tinual choice before management of 
realizing a profit or holding the security 
for further appreciation. By com- 





$89,9 n which management can be_ paring the figure to the percentage of 
(x lal ¥ . . . 
ts g gain or loss in the various averages 
pein n order to emphasize unrealized during the period, another basis for 
5, 816,2 fit or loss arising from appreciation judgment of management is furnished. 
iy. preciation of the market value of The item “realized profit or loss on 
portfolio during the period, the portfolio,” as has been pointed out, 
gures are noted under the heading may be handled in one of several ways 
Unrealized Profit or Loss. The per- in addition to the method used in the 
7 1959 35 TasLe II. Income Account 
Income from: Income Per Cent Return 
lends from stocks averaging at cost $ 9,336,208* $332,791 3.56 
45,927 n call loans, notes, etc., averaging. 1,219,324 18,645 1.53 
7,013,4 nue investment $10,555,532 
enue income $351,436 3.32 
Deductions: Per Cent on Average 
Expense Net Assets at Cost 
ent fee $69,119 .65 
M ineous expenses. 19,706 19 
r agents’, registrars’ and custodians’ fees 10,308 10 
1. 88 rovisions for New York State taxes 14,959 14 
't,612 ————— 
3,304,5 
expenses 114,092 1.08 
1,752,70 ee 
. for Net revenue income tent cas 
1 loss on portfolio averaging $9,336,208  $330,556f 
Ope.d- s for period : 93,212 9 
ysis Unrealized Loss 
“Un. 1 depreciation on securities $1,752,766T 
Ver cent on average portfolio at cost 18.8 
Oo U ee 
1 mu 1 and unrealized net loss. $1, 845,978 
fun ‘er cent on average invested assets 17.5 
AULA * In the above example, earning assets have been computed by averaging the assets at cost at the beginning aalk end of the 
f_s s I or the sake of greater accuracy a trust should compute the earning assets and net assets by determining the total 
mat lars divided by twelve. 
t Realized and unrealized depreciation $2,083,322 
Per cent depreciation on average investment 22.3 
coun Per cent depreciation as shown by Standard Statistics Company’ s average for 90 stocks 28.5 
COUn er cent depreciation as shown by New York Times’ average for 50 stocks 29.8 























st 
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form presented. If the item is elimin- 
ated, the profit or loss would be debited 
or credited direct to a properly desig- 
nated reserve account or to a special 
surplus account. As the New York 
Stock Exchange has pointed out, 
‘‘Where this is done it would appear 
quite proper to add as a footnote to 
the income account a statement show- 
ing the change which has taken place in 
this reserve or special surplus account.” 

If the item is included and if reserves 
are set up against an indicated but 
unrealized depreciation of securities, 
as the Exchange has suggested, “‘ These 
reserves should be provided in the first 
instance by a direct charge to income 
account in the year in which they are 
established. If subsequently they are 
utilized in whole or in part the full 
realized loss should first be included 
in the income account and the utiliza- 
tion of the reserve should be reflected 
thereafter as a transfer from reserve to 
the credit of income account. 

“In the event that a general reserve 
is set up to cover a possible impairment 
of the value of securities this reserve 
may be created by a direct charge to 
earned surplus. However, should it 
subsequently become necessary to use 
this reserve in whole or in part, the 
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losses incurred should in the first jp. 
stance be shown in the income account 
and the income account credited with 
that part of the reserve which it j; 
intended to use.” 

From a practical standpoint, the 
form of the statement should not 
present difficulties. It would furnish 
a justification for many trust manage- 
ments and, needless to say, a greatly 
needed justification. The additional 
information disclosed includes no facts 
detrimental to the trusts’ interests. 

In a few years the time will come 
when truly scientific analyses will be 
made of investment-trust records. 
The variables of amount of funds and 
per cent of return can and will be 
eliminated. A trust’s results will be 
viewed and judged by the degree of 
variation from standards. With the 
variables eliminated, the way is open 
for a critical analysis of operations. 

Trusts should prepare for the inevi- 
table analyses of the future by revealing 
results in as complete and informative 
a fashion as possible. Stockholders 
and potential investors have the power, 
and should exercise it, to insist upon 
adequate statements as to both content 
and form. 
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BOOK REVIEWS 
THE ENCYCLOPAEDIA OF THE SOCIAL SCIENCES 


Seligman; Associate Editor, Alvin 
Johnson. New York: The Mac- 
nillan Company, 1930. Volumes I, II, 
id ILL, Introduction; Aaronson—Com- 
itors, pp. 646, 696 and 681, re- 
tively; price $7.50 per volume. 
Fifteen volumes will constitute the 
of this new encyclopaedia, to 
ied at the rate of three volumes 
Three volumes have now been 
Less than one-half of the first 
e is devoted to the alphabetically 
ranged terms, the greater part of this 
me being given over to two groups 
ductory articles. 
(he first group of these introductory 
rticles, a dozen in number and occu- 
ing one-third of the whole volume, is 
rical. Noticeably absent or incon- 
ious are the names of monarchs, 
ierals and battles, a refreshing and 
irable emphasis being placed on the 
11 activities of peoples and the social 
that constitute human civiliza- 
Essays on the Universal Church 
ang | the Growth of Autonomy not only 
1 expose and dispose of the great 
icy of calling the post-Roman period 
Dark Ages, but also convincingly 
together the story of the Greek 
Roman worlds with the Renais- 
-and the Reformation. The Rise 
Liberalism gives a perspective to 
e Revolutions, while the succeeding 
| more modern period is discussed 
‘ssively under Individualism and 
Capitalism, Nationalism, The Trend 
internationalism, and War and 
Keorientation. 


\ second 


Pe Scigman; Associate Edwin R. A. 


introductory group of 


essays, occupying one-fifth of the first 
volume, presents a systematic survey 
of The Social Sciences as Disciplines 
from the standpoint of scholars from 
each of a dozen different countries. 
Social theory thus is critically exam- 
ined not only with reference to regional 
facts but also by recognizing the reality 
of the present-day nationalistic organi- 
zation of society. 

This comprehensive and yet dis- 
cursive introductory section permits a 
stricter treatment of the subsequent 
individual articles themselves and elim- 
inates a great deal of duplication which 
might there result from the temptation 
to develop the broader implications of 
each subject. ‘The value of these intro- 
ductory articles is enhanced by the 
obvious care taken in planning them: 
not only are the allotted spaces well 
proportioned, but one is particularly 
struck by the happy choice of authors 
and the well-judged amount of inde- 
pendence of point of view and of 
method of treatment that each exhibits. 
At the same time there are evidences 
throughout of the cooperative nature 
of the work—at least some of the 
contributors evidently read each others’ 
articles! 

The introductory article by the 
Editor-in-chief defines the term “‘Social 
Sciences”’ in order to indicate what 
subjects may be expected to appear 
and the point of view from which they 
are to be treated. In this general 
term, ‘“‘Social Sciences,” are to be 
included the ‘‘purely”’ social sciences, 
such as politics, economics, history, 


jurisprudence, anthropology enol- 
J y; 
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ogy, sociology and “social work’’; the 
‘“‘semi-”’ social sciences, such as 
ethics, education, philosophy and psy- 
chology; and the sciences with “‘social 
implications,” such as biology, geog- 
raphy, medicine, linguistics and art. 
This orientation of the field exhibits 
a directness of attack and a freedom 
from traditional views and a tolerance 
and breadth of view which easily lead 
one to feel that the work has been 
fortunately guided and directed. 

Equally apparent is the careful, 
painstaking and scholarly work of the 
Associate Editor, to whom has fallen 
the task of directing the organization 
and details incidental to a work of this 
scope. The relatively small number 
of postponements of articles, by the 
ruse of “‘See (an article beginning with 
a letter further down in the alphabet),”’ 
is conspicuous in an undertaking which 
is new, which had its inception so 
recently as 1923 and which was actively 
undertaken only in 1926. 

By far the greater bulk of the sepa- 
rate articles included in the first vol- 
ume—one-sixth of the bulk of the 
volume—is that devoted to Agrarian 
Movements and _ Agriculture. The 
former topic is dealt with from both 
the geographic and historical points of 
view; the latter, from the systematic 
and historical. That subjects such as 
Agriculture and Agrarian Movements 
constitute two per cent of the contem- 
plated bulk of the entire Encyclo- 
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paedia—in contrast with the one-third 
of one per cent which these subjects 
occupy in the Encyclopaedia Britap- 
nica, the one-ninth of one per cen 
in the International Encyclopaedia 
and the one-tenth of one per cent jn 
the Encyclopaedia Americana—indj- 
cates the characteristic quality of the 
publication. 
Biographical material constitutes 
from one-third to one-half of the 
topics treated. In these early volumes 
also appear comprehensive articles on 
the automobile (10 pages) and aviation 
(30 pages) industries, banks and bank- 
ing (30 pages) and an exceptionally 
interesting article on _ business (44 
pages); with other articles dealing 
with subjects closely allied to business 
and industry. 
The format is excellent, a clear and 
aesthetically pleasing type being used 
on opaque white paper. The volumes 
lie open in the hand as complacent}; 
as an Atlantic Monthly, and the size- 
8 inches by 11 inches, and less than 
2 inches thick—is surprisingly con- 
venient for an encyclopaedia using 
relatively thick paper. 
All in all, mind, matter, and spirit 
have cooperated—indeed conspired— 
to satisfy a great need, a careful 
descriptive and interpretative state- 
ment of social phenomena. At the 
same time the need is apparent for a 
similar undertaking for the field of 
business itself. C. F. Taruscu 
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MONEY AND BANKING 
By L. LASZLO ECKER 


4 SURVEY of recent economic 
A literature reveals an interesting 
and highly comforting trend. It 
has frequently been observed that 
much of the good scientific literature 
n England has been written by prac- 
tical men rather than by academicians. 
[hat certainly is the case with economic 
iterature. Mill, Ricardo, and Bagehot 
vere practical business men, though it 
true that Ricardo’s literary career 
gan only with his retirement from the 
k exchange. In the United States 
he case is reversed. Most of the 
\merican books have come from college 
fessors, whose practical experience 
not infrequently been confined to 
paying the green-grocer on the second 
he month. More recently, espe- 
ially since the War, the trend has 
en in the other direction. More of 
the positive contributions, particularly 
n the realm of money and banking, 
re coming from men active in business 
ife. This of course is not saying that 
of the books published emanate 
from that source. By far the larger 
proportion of recent literature (good 
ind bad) has been written in academic 
roundings, which seem to encourage 
a mania for “rushing into print.” 
(hat, however, does not detract from 
validity of the observation that the 
nd is in the direction of the English 
lition, in spite of the fact that it 
lves giving up our former conten- 
that Englishmen spend so few 
in business that they turn to 
literature, if for no other reason than 
while away their time. 
Professor Day’s little book, An In- 
duction to the Money and Banking 


System of the United States,' confirms 
the old saying, ‘“‘Good things come in 
small packages.”’ In slightly more 
than one hundred easily read pages, 
Professor Day surveys a very difficult 
field with a considerable degree of 
success. ‘The growing importance of 
the United States in world finance .. . 
render(s) it all the more necessary that 
students outside the United States 
should gain an adequate knowledge 
of the banking system of that country. 
It is mainly for such students that this 
book is written.’”’ Day is the level- 
headed foreigner who, outside the sphere 
of action, is yet near enough to examine 
things at first hand, while retaining 
the perspective which enables him to 
crystallize the issues involved. 

The book is divided into two 
parts. Part I, on money and banking, 
examines the various moneys compris- 
ing the currency of the United States. 
In addition to the historical back- 
ground and legal provisions, we are 
presented with a few very pertinent 
statistics. The components of the 
United States currency are so numerous 
and their legal provisions so varied that 
a discussion of them, unless skilfully 
managed, will become confusing. Day, 
by neglecting ‘‘dead-letter”” law, suc- 
ceeds in bringing the more important 
requirements even more to the fore. 
The chapter on “The Banks” points 
to the reforms which were needed prior 
to 1913 because of a “‘conglomeration 
impossible to direct or control.”” The 


1 An Introduction to the Money and Banking System 
of the United States by J. P. Day. Toronto: The 
Macmillan Company of Canada, Limited, 1930. 
120 pp. 
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chapter is largely a discussion of Amer- 
ica’s decentralized banking system with 
its 26,000 banking institutions. Law 
prevented the growth of larger banking 
units. [wo attempts at circumventing 
this law appear in (1) the system of 
interlocking directorates; and (2) chain 
banking, 1.¢., group control through a 
holding company. Then follow a few 
pages on the provisions and significance 
of the Federal Reserve Act. Speaking 
of credit control in its relation to the 
price level, the author makes the follow- 
ing self-evident but often neglected 
observation: “ . ideal monetary and 
credit policy is not that the general 
level of prices in any country should 
be kept perfectly stable: such may be 
the correct policy with regard to the 
general level of world prices, if such 
a thing exists, but for any country 
whose trade is increasing more rapidly 
than the increase of world trade gener- 
ally, a fall in internal prices is normally 
necessary in order to obtain a propor- 
tionately larger share of the world’s 
gold without which its credit structure 
would become unsafe” (p. 38). 

The author runs into considerable 
difficulty, in the second section of his 
book, when he attempts a critical dis- 
cussion of the intricate problems per- 
taining to the operation of the Federal 
Reserve System. Following a chrono- 
logical approach, he divides Federal 
Reserve history into seven groups, the 
first four years being taken up by war 
finance, the next two years by post-war 
adjustment, and the period 1920-1922 
with the problem of falling prices, while 
the succeeding years up to the end of 
1929, including four of his groups, 
demonstrate the actual application of 
Federal Reserve policy. Referring to 
the credit expansion following 1922, 
Day makes the common observation 
that it was due to an inflow of gold into 
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the country. It is in this connection 
that he writes: “An additional $109 
of credit can be extended by any 
Member Bank that receives a time 
deposit of gold of $3 or a demand de- 
posit of $3, $10, $7 according to whether 
the bank is in a central reserve, re- 
serve or other city” (p.81). Here Day 
fails to observe that this would be true 
only if the expansion is shared by all 
banks to the same extent. For it is 
only thus that credit expansion can 
continue and clearance come into opera- 
tion. The individual bank is always 
subjected to drain by other banks, and 
only if outflow is counterbalanced by 
inflow from other banks is this expan- 
sion possible. In later sections he 
observes that the efficacy of the dis- 
count rate as a weapon depends largely 
upon faith. It is the prospect of falling 
prices, rather than additional cost to 
the borrower, which checks credit ex- 
pansion. The open-market policy as 
developed in 1923 is more desirable 
because of its quietness; it was effective 
only in that it made the rediscount rate 
effective. ‘There was no publicity and 
consequently no popular resentment. 
Referring to 1929, Day writes, “ 
the policy was not to throw the specu- 
lator out the window, but to bump him 
downstairs.” 
The book takes the stand that the 
Board is unduly hampered in its work: 
(1) by its susceptibility to public 
opinion and by the fact that the 
American people are distrustful; (2) 
by the well-meaning attention of Con- 
gress; (3) by the lack of correlation 
between credit policy and the foreign- 
trade policy of the country; and, (4 
by complications within the system. 
The Federal Advisory Council may 
publish recommendations which are 
against the Board’s policy. The Board 
has to work with twelve Federal 
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belleve 
examination of Federal Reserve history, 
would have done better to divide it 
according to the various instruments 
{ policy rather than by chronological 


history for the period 1922 
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Reserve banks. The staff is too large 
unwieldy. The author refers to 
Directors of the Bank of England, 
are few in number, indifferent to 
sm, publish a minimum of infor- 

ation, and are legally accountable to 


Lastly it may be noted that the hoary 
that Englishmen possess no 
sense of humor is again effectively 
dispr — by the charming and very 

riginal drawings on page forty-seven 
by which the author illustrates the con- 
trol of bank credit in the form of a run- 
away horse in the progressive states of 
trot, canter and wild gallop. 

Professor Reed’s very orderly Federal 
Reserve Policy, 1921-1930,” is not up to 
expectation. It is a sequel to a book 

iblished in 1922 entitled Development 

‘Federal Reserve Policy. In that book, 


after discussing the theory of Federal 


Reserve policy, Professor Reed devoted 
the last five chapters to a chronological 
of the history of the 
Federal Reserve System. In reading 
e former book, the reviewer had the 
ling that the last five chapters were 
Monetary policy 
loes not seem susceptible of examina- 

in brief periods; it is an evolu- 


tionary development depending largely 


what went before. We therefore 
that Professor Reed, in his 


It will be surmised that the same 
riticism holds for the present book. 

chapters divide Federal Reserve 
—-1930 into so 


any parts. That this sharp classi- 


Federal Reserve Policy, 1921-1930 by Harold L. 
New York: McGraw-Hill Book Company, 
1930. 207 pp. First edition. 


fication is objectionable needs no 
demonstration. In reading the book, 
one inevitably feels that Professor Reed 
is gradually getting farther and farther 
away from the Federal Reserve System. 
His present volume lacks that close 
familiarity which gave his first volume 
a flavor of authenticity. Nor are we 
satisfied with the brevity of his treat- 
ment. Although we admit that mere 
bulk is no test of quality, though some- 
what of an indication of thoroughness, 
certainly the author cannot feel that he 
has done this highly instructive and 
interesting period justice in two hun- 
dred pages. 

These criticisms notwithstanding, 
Professor Reed’s book occupies a def- 
inite place in economic literature. It 
provides a brief and accurate account 
of Federal Reserve history and may be 
regarded as a valuable supplement to 
such standard works as Burgess* and 
Goldenweiser.* 

Professor Dowrie’s American Mone- 
tary and Banking Policy’ is a contribution 
of considerable importance. ‘Though 
intended primarily as a text for “the 
junior-senior course in money and 
banking,” its usefulness is not confined 
to that group. Since American bank- 
ing policy is treated from a non-techni- 
cal view-point, it will serve the business 
man as well as the uninitiated college 
student in banking. Professor Dowrie 
has divided the substance of banking 
proper into ten broad groups arranged 
in lecture fashion and has avoided the 





3 The Reseroe Banks and the Money Market by W. 
R. Burgess. With an introduction by Benjamin 
Strong. New York: Harper & Brothers, 1927. 
328 pp. 

4 The Federal Reserve System in Operation by E. A. 
Goldenweiser. New York: McGraw-Hill Book Com- 
pany, Inc., 1925. 340 pp. First edition; fourth 
impression. 

5 American Monetary and Banking Policy by G. W. 
Dowrie. New York: Longmans, Green and Co., 


1930. 401 pp. 
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dry-skeleton method of an ordinary 
text-book. Though non-technical in 
nature, his book nevertheless presup- 
poses a minimum acquaintance with 
American banking structure. 

The questions which stand upper- 
most in Professor Dowrie’s mind can 
be readily discerned in the background. 
What has been the historical evolution 
of the policy? What is its real quan- 
titative nature and status and what 
relation does it bear to our economic 
welfare? The opening chapter, on the 
nature of monetary and banking policy, 
is devoted to the first of these questions. 
Though treating primarily of general- 
ization in regard to fashions affecting 
general banking policy, the chapter 
ends with a question as to whether 
there is an American monetary and 
banking policy. Granting the hetero- 
geneous character of our banking sys- 
tem, the author concludes, ‘Closer 
study however reveals the fact that 
differences in the spirit and method of 
American Banking as carried on in our 
numerous jurisdictions are not funda- 
mental”’ (p. 12). 

One becomes somewhat skeptical of 
the validity of this conclusion when, 
turning to the next chapter, Dowrie’s 
examination of recent tendencies in 
banking structure is encountered. 
There has been a diversity of legal 
provisions pertaining to state and na- 
tional banking on the one hand and the 
great number of small independent 
banks, department-store banks, branch 
banks and international banks on the 
other. The chapter on internal man- 
agement contains several good ideas. 
A goodly portion of it is devoted to the 
subject of branch banking, which re- 
appears as we proceed through the 400 
pages of text. This treatment of 
branch banking is worthy of comment. 

For the book as a whole, it may be 
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said that Professor Dowrie has the 
happy faculty of presenting his subject 
in a proper historical setting, of giving 
it a definite place in the evolution of 
banking policy, and of making occa- 
sional contrast with European and 
English developments. 

A chapter of particular interest is the 
one entitled ‘Monetary and Banking 
Policy as Related to Special Groups.” 
Having hitherto devoted most of his 
time to the discussion of the business 
man’s banking policy, Dowrie devotes a 
chapter to two special groups: the 
agricultural borrower and the non- 
productive borrower. He considers the 
farmer’s credit needs in three groups, 
seasonal borrowing, fixed capital bor- 
rowing and what he calls intermediate 
credit—“‘capital for operations which 
require a longer period for their com- 
pletion than the single season contem- 
plated when a short-term loan is made” 
(p. 323). In concluding the treatment 
of agrarian banking legislation since 
1913, Dowrie justly remarks that, 
although ‘“ . so far as the mere 
matter of banking machinery goes, the 
farmer has been well supplied with 
credit relief” (p. 348), there yet re- 
mains the need of clothing this skeleton 
with real flesh and life before it can 
really be of maximum service to the 
agrarian group. The balance of the 
same chapter is devoted to non-produc- 
tive borrowing, a subject generally 
neglected. Dowrie does well to include 
it in his book, for it is a problem of in- 
creasing importance though less so than 
that of the business man’s banking. 
Pawn brokers, Morris Plan banking, co- 
operative banking and _ building-loan 
banking receive considerable attention. 
Although his treatment is brief, he does 
present a picture of non-productive 
borrowing which has been entirely neg- 
lected by writers on national banking 
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y and certainly has rarely been pre- 
| in such concise form—too concise, 


In his last chapter Professor Dowrie 


; a few summary statements per- 
to foreign banking on those 


abiects which he has discussed in 
jetail in considering American banking. 
[hese concluding sentences perhaps 


were intended to serve as an introduc- 
io! a detailed study of banking 
roblems in other countries. He sup- 
each chapter with rather 
mplete bibliographical material and 
remarks on the usefulness of sources 
which to the uninitiated reader in 
anking problems will be of consider- 
able value. His chapter headings are 
vague, but the subdivisions are helpful. 
Passing notice may be made of an 
torical confusion. In speaking of 
the foundation of the Bank of England, 
author writes that William Patter- 
son and his associates supplied William 
[Il with needed funds, and in return 
were granted a bank charter carrying 
with it the exclusive right to issue notes 
the vicinity of London (p. 134). 
\ccording to Andréadés,® an authority, 
the Bank of England had no monopoly 
the start; in fact, “‘. the govern- 
ment threatened it with a formidable 
val by the creation of a Land Bank”’ 
p. 83). Complete issue monopoly was 
t granted until the Act of 1844. 
Banking Theory and Practice, by 
Luther Harr and W. Carlton Harris,’ 
he product of an academic atmos- 
The title is somewhat mis- 
iding. By far the larger portion of 
pretentious volume is concerned 


slements 


\. Andréadés, History of the Bank of England, 
1903. Translated by Christabel Meredith. 
: P. S. King & Son, Ltd., 1924. Second 


Ban king Theory and Practice by L. Harr and W. 
Harris. New York: McGraw-Hill Book Company, 
1930. 562 pp. 
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with banking practice. Of particular 
interest, from the theoretical point of 
view, is that part of the book which 
deals with the theory of bank credit 
(pp. 128-132); the treatment follows 
the lines of development set forth by 
Chester A. Phillips in his Bank Credit.® 
It is by far the most skilful and concise 
treatment of the subject that the re- 
viewer has seen. The issue resolves 
itself into asking, “‘How much can a 
bank lend?” The older views may be 
classified into two groups: those which 
maintained that a bank cannot lend 
more than the sum of its capitalization 
and its cash deposits, and those which 
maintained that a bank can lend 
roughly ten times this amount. The 
latter view found verification in actual 
banking statistics. The more recent 
views, and those expounded by the 
present authors, demonstrate that the 
correct answer rests on the distinction 
between an individual bank and the 
banking system as a whole. The gist 
of the matter is well summarized in 
the statement, “ ... if a bank re- 
ceives $50,000 of new reserves, it does 
not establish the 10:1 ratio by lending 
$500,000 but establishes it by lending 
$50,000 and losing $45,000 in cash” 
(p. 131). 

Of further interest is an analysis of 
the motives on account of which banks 
prefer to relend their funds repeatedly 
on short-term loans rather than to lend 
the same sum for a long period at the 
same rate. The former method en- 
ables them to lend more because “the 
average balance maintained by the 
borrowers would be greater in the 
former case than in the latter” (p. 
132). The explanation neglects to con- 





8 Bank Credit, a study of the principles and factors 
underlying advances made by banks to borrowers, 
by C. A. Phillips. New York: Macmillan Company, 


1926. 365 pp. 
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sider the additional expense of carrying 
and analyzing several accounts rather 
than one. 

Turning to the major portion of the 
book, which is concerned with banking 
practice, the reviewer finds little occa- 
sion to comment. ‘The authors show 
little evidence of wide technical experi- 
ence. The fact that most of their 
illustrations are drawn from local mar- 
kets, especially Philadelphia, tends to 
give the treatise a narrow point of 
view. The sources referred to are 
usually text-books rather than primary 
sources and are by no means complete. 
Keeping in mind that banking practice 
is largely a matter of fashion, changing 
from district to district, and assuming, 
further, that we are correct in saying 
that the book is unduly influenced by 
local practice, its usefulness will perhaps 
be more in serving for geographical 
contrast than as an instructive guide. 

Mr. Winfield W. Riefler’s Money 
Rates and Money 'Markets in _ the 
United States’ is an example of the 
recent tendency in American economic 
literature referred to at the beginning 
of this review. Mr. Riefler, who is a 
member of the staff of the Research 
and Statistics Division of the Federal 
Reserve Board at Washington, has 
ample opportunity to view American 
monetary problems. To him _ the 
money market is a very complex and 
highly dynamic organism, and it is 
with an explanation of its movements 
since the establishment of the Federal 
Reserve System that he is primarily 
concerned. This complex organism is 
divisible into three parts: the open 
market for short-term funds, the open 
market for long-term funds, and the 


® Money Rates and Money Markets in the United 
States by Winfield W. Riefler. With an introduction 
by E. A. Goldenweiser. New York: Harper & 
Brothers, 1930. 259 pp. 


market for customers’ loans. Thess 
are by no means distinct entities, by; 
their broad outlines are readily dis. 
cernible. Their relationship is not com. 
petitive, although they do respond t 
common stimuli. 

The first two of these markets have 
received considerable attention in pre- 
vious literature, but in concerning 
himself with the customer’s market, 
Mr. Riefler is doing pioneer work, 
This particular part of the money 
market hitherto has defied analysis, 
the neglect of the problem having 
been due more to necessity than to 
choice. Statistical material hitherto has 
been unassembled and the little exist- 
ing material was heterogeneous and 
discontinuous. 

Mr. Riefler’s analysis is carried on 
with the aid of a recently constructed 
weighted average of short-term rates, 
the explanation of which is found in 
Appendix I. It will be of interest to 
note that, in the weighting of this 
average, open-market rates of all sorts 
receive only a weight of ten, while 
rates charged customers by leading 
banks in leading cities are assigned a 
weight of ninety. Without wishing to 
enter into a statistical discussion, it 
may be remarked that the assignment 
of a weight of %» to customers’ loans 
seems unduly high (p. 224). The 
analysis of long-term rates is based on 
The Yield of 60 High-grade Bonds pub- 
lished by Standard Statistics Company. 

Mr. Riefler reaches the conclusion 
that there is no real correlation, posi- 
tive or negative, between money rates 
and discount rates. High discount 
rates are not regularly accompanied 
by high or low money rates, while 
high open-market rates are accom- 
panied by an increase in the total value 
of indebtedness, and vice versa. If ag- 
gregate indebtedness of member banks 
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Reserve Banks constitutes one 
the most important single factors 
ney-rate fluctuations, it is impor- 
know the underlying monetary 
which lead member banks to 

at reserve banks. A member 
loes not rediscount for profit, but 
rtosupply temporary credit needs. 
member banks’ supply of credit 
vill depend on their ability and not ona 
1 motive. This is to say that 
nen-market operations are more impor- 
than the rediscount rate. The 

fit motive operates only when it is a 
estion of meeting obligations by 


4 
1 


resorting to the call market or dis- 


counting. ‘The lower market will rule. 
Both theories work simultaneously. 
Turning to the most interesting part 
the book, which is concerned with 
istomers’ rates and their differentials, 
we find that Mr. Riefler concludes that 
y are not due to risk, maturity of 
ns, or type of collateral; instead they 
ascribable, on the one hand, to 
lifferences in customers (in the same 
ity or different cities) and, on the other 
hand, to differences in different cities. 
While the personal character of the 
transaction dominates the rates be- 
tween customers, the differences in 
various cities correspond to differences 
1 banking connections, the size of the 
| money market, and the geograph- 
location. Generally there is a 
rrespondence between rates and total 
lue of deposits. The greater the 
tter, the lower the former. The 
lifferential to some extent is due to 
ifferences in the cost of conducting the 
banking business, which is correspond- 
ingly lower in the highly active and 
extensive eastern markets. At no time 
do customers’ rates fluctuate with 
nditions in the open market. A 
nker usually carries his customers at 
pproximately the same rate, irrespec- 


y 


tive of the phase of the money-market 
cycle. 

The last three chapters of the book 
are concerned with an historical review 
of the various money markets since 
1917. ‘This is a practical application of 
the theoretical analysis developed in the 
first part of the book. 

Appendix II considers the banking 
statistics which are reflective of credit 
conditions. One general criticism may 
be made of Mr. Riefler’s valuable 
contribution: it is concerned with sup- 
ply, to the complete exclusion of the 
demand side of the problem. 

Any mention of depreciation of cur- 
rency suggests the late War with all 
its financial chaos. But depreciation 
is not a creation of the 2oth century; 
it is a favorite weapon of the political 
arena and has found service innumer- 
able times. The French Revolution 
did not lack an example. The Assig- 
nats depreciated at a rapid rate. Dr. 
Harris’s scholarly examination of this 
phase of French monetary history, 
The Assignats, though only recently 
published, was essentially completed 
in 1926 and was awarded the David 
A. Wells prize for original research 
at Harvard University. 

It will be recalled that the Assignats 
owed their origin to the virtual bank- 
ruptcy of the Revolutionary govern- 
ment. The treasury was badly in 
need of funds, and the recently con- 
fiscated lands of the Church and Crown 
were suggested as security for a note 
issue. The Assignats came into exis- 

tence to fulfil this need and were to be 
redeemed by the proceeds of the sale 
of the confiscated lands. Several theo- 
retical considerations are in order. 
Is it theoretically feasible to have a 


10 The Assignats by S. E. Harris, Harvard Economic 
Studies, Vol. XXXIII. Cambridge: Harvard Univer- 
sity Press, 1930. 293 pp. 
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stable currency supported by such 
collateral as land which is seldom easily 
liquidated? Was the depreciation of 
the currency accelerated by the prob- 
able overvaluation of the Church lands? 
Lastly, was the rate of depreciation 
affected by the manipulations of the 
governmental departments? It is with 
these questions that Dr. Harris is 
concerned. ‘Though the subject is trite, 
Dr. Harris may be considered to be 
walking on virgin ground, for his study 
is based on a mine of material only 
recently unearthed and until this study 
not analyzed. The book is an example 
of academic thoroughness in research. 
New material is examined in the light 
of economic theory as developed by 
our war and post-war monetary expe- 
riences, thus clothing the seemingly 
ancient topic in modern garments. 
After an examination of pertinent 
state documents, with a view to casting 
new light on the confiscation of the 
church property and the printing of 
the Assignats, Dr. Harris investigates 
the French public finances of the period 
(ChapterII). The magnitude and loca- 
tion of the deficits shed light on both 
the rate at which the notes were 
printed and the channels through which 
they were injected into circulation. 
Referring to the rate of depreciation, 
the author reaches the conclusion, not 
held by previous writers, that the 
‘reserve’ consisting of the Church 
property tended to preserve confidence 
in the currency (pp. 61-77, 171, 204). 
The depreciation of the Assignats was 
doubtless retarded by the fact that 
“most of France was cajoled into 
believing that the land security trans- 
formed an otherwise valueless paper 
money into ‘circulating land’” (p. 
xvi). Nor was the rate of depreciation 
little affected by the manipulation 
of the land office. The problem of 
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measuring the depreciation of the Assig. 
nats is to a limited extent assisted 
but also to a considerable degree com. 
plicated, by the tables of depreciatio, 
which the departments of France wer 
instructed to prepare, with a view 
adjusting contracts made during th 
paper-money era. Needless to say 
these tables are not consistent (p, 
116 #f.), and in the explanation of the 
discrepancy Dr. Harris has successfully 
correlated statistical data with the 
historical background. A later chapter 
concerns itself with the other efforts 
of the government to correct the i 
effects of the depreciation process on 
the distribution of wealth. The debt- 
ors and creditors were differently af. 
fected. The gain of the one was 
automatically the loss of the other. 
To facilitate his theoretical analysis, 
Dr. Harris was in need of statistical 
material, which either was wanting or 
if available was in a form not particu- 

larly useful. In the gathering and 
arranging of this material the author 
has tackled a dangerous assignment. 
Although he uses this information with 
considerable reservation, one is tempted 
to be skeptical of conclusions affected 
by statistical information relating t 
a period so distant from the scrutinizing 
eye. 

Although the subject-matter is highly 
technical and although the book as- 
sumes an acquaintance with the facts, 
The Assignats is decidedly worthy of 
examination. Almost every page con- 
tains extensive footnotes and the bib- 
liography, consisting mostly of origina! 
French sources, runs into 14 pages. Dr. 
Harris has made a positive contribution. 

The Economics of Money, Credit and 
Banking" covers that subject in the 


11 Economics of Money, Credit and Banking by F.C. 
James. New York: The Ronald Press Company, 
1930. 482 pp. 
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A theoretical exposi- 


the Assio nal way. 

assisted on is followed by an examination of 
ree com. more practical aspects of the problem. 
reciati Professor James has a very fluent style 
nce wer, abounds in picturesque meta- 
view 1 For example, in describing the 


ring the \merican banking system prior to the 
Federal Reserve Act, he says: “Imagine 


to say 

tent (p that, having built upa large and efficient 
n of the navy, the government should decide 
cessful}; distribute it around the coast. A 
vith th battle ship would be firmly, and im- 
chapter vably, anchored in the Hudson; a 
r efforts iiser in the Delaware—and so on. 
t the | On each vessel would be a ‘reserve’ 
ICeSs O1 ‘ammunition, but the captain would 
he debt- be instructed to maintain that reserve 
ntly af. intact, and under no circumstances to 
ne was ke use of the shells—not even in 
other battle . . . Ridiculous as this illustra- 
inalysis, tion appears it was perfectly true in the 

atistica ase of the bank reserves” (p. 277). 
iting One inevitably gets the impression 
Dartic ' that the author considers monetary 
ng al omics a very precise science. Bar- 
auth ring the last chapter, where the difh- 
mnment ilties of the subject are to some extent 
on wit eded, the issues are presented as 
empted though they were very clear and our 
ffected heories more like axioms. Professor 
ting t es neglects his opportunity to dis- 
inizing highly controversial issues, the 
bject of managed standard, for 
highly xample, being dismissed in one short 
ok as- paragraph. Having made little con- 
> facts, tribution to the subject, the author 
thy of loes not expose himself to criticism. 
re con- J A few remarks as to detail may, how- 


ever, not be out of place. As introduc- 
rigina! tory to the subject of value of money, 
he following reference is made to index 
imbers: “‘We can arrive at a result 
which is sufficiently close to the truth 
erve our purpose” (p. 44). One 
ediately asks what our purpose is. 

lf index numbers were reliable, some of 
most controversial topics of eco- 
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nomics could easily be verified and the 
issues settled once and for all. It is 
by assuming the reliability of index 
numbers that the author gets into difh- 
culty when he speaks of the quantity 
theory and the purchasing-power parity 
theory. In another part of the book 
we find: ‘The science of index num- 
bers has, as we have already seen, 
reached a point at which it is possible 
to measure changes in the general level 
of prices with so great an accuracy that 
the probable error is less than one- 
eighth of 1%” (p. 331). This view 
bears close resemblance to Professor 
Fisher’s view and certainly does not 
enjoy a consensus. 

A conspicuously weak part of the 
book is its treatment of value in connec- 
tion with money. Dividing his atten- 
tion between “American” and “ Euro- 
pean” writers, he considers Fisher’s 
equation of exchange as representative 
of the first, while Hawtrey and Cannan 
supposedly represent the “European” 
view-point. This classification is at 
once subject to criticism. Perhaps 
it would be more accurate to group the 
quantity theorists around two camps, 
the former approaching the problem 
as one of supply, the latter as one 
of demand. The first of these may be 
termed the Fisher school, and the other 
the Cambridge school. Kemmerer and 
Cassell would be grouped with Fisher, 
while Marshall, Keynes and Pigou 
would uphold the other. Hawtrey 
may more correctly be said to represent 
the culmination of both schools. This 
approach throws into relief the fallacies 
of Professor James’s_ classification. 
“European” and ‘‘American” are not 
distinct groups, and “‘European” is no 
improvement on “Cambridge,” a com- 
monly used term. Nor can Hawtrey 
be said to represent the non-Fisher 
school. 
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Another objection is raised to the 
author’s version of Hawtrey’s theory. 
The latter’s view is not summarized in 
the phrase “unspent margin.” Haw- 
trey really has two theories, one for a 
simple static society and one for a 
dynamic world. At any particular 
moment the price level is determined 
by the size of the unspent margin. 
This however is applicable only to 
static society. When banks are ex- 
panding credit, it is consumers’ outlays 
—not, as Professor James implies, the 
unspent margin—which determine 
prices. ‘This will be ample to demon- 
strate the inadequacy of the author’s 
treatment. Perhaps he simplified the 
problem too much. We are more 
willing to agree with Jan St. Lewinski 
that there are at least 124 different 
versions of the quantity theory. 

Assuming Professor James’s distinc- 
tion between “European” and “ Amer- 
ican” views to be valid for further 
discussion, an additional criticism may 
be suggested, in that having demon- 
strated the quantity theory “‘open to 
(p. 52), he refers to it as 
though it were something real and 
highly accurate. He furthermore fails 
to accept one or the other of the theo- 
ries, but instead uses both of them with- 
out reservation, implying that they are 
interchangeable. The treatment of 
bank-credit creation, expansion and 
control is poor. Much of the difficulty 
in connection with creation of credit 
could have been avoided by making a 
distinction between one individual bank 
and a banking system—a distinction 
developed by Phillips and elsewhere 
mentioned in this review. Professor 
James does not seem to be aware of 
Phillips’ contribution. 

Central Banks, by Kisch and Elkin,” 

12 Central Banks: a study of the constitutions of 


banks of issue, with an analysis of representative 


charters, by C. H. Kisch and W. A. Elkin, with a 


criticism” 


HARVARD BUSINESS REVIEW 


is the third edition of a book which was 
first published early in 1928. Since 
then considerable changes have taken 
place in the realm of central banking. 
This is especially true in Great Britain, 
France and Italy, where recent banking 
legislation has been especially innova. 
tive. Hence an up-to-date edition js 
most welcome. 

Little more than one-third of the 
four hundred pages of the book are of 
the authors’ making. The major por- 
tion (pp. 163-415) is taken up by 
two appendices, being in part a “Sum- 
mary of Laws, Charters and Statutes 
Regulating Banks of Issue,” and in 
part a reprint of the Gold Standard 
Act of 1925 and the Currency and Bank 
Notes Act of 1928 (Great Britain). 
The authors have been reading so many 
legal documents that their own lan- 
guage tends to approximate the same 
degree of dryness, which unfortunately 
is perhaps unavoidable and of no partic- 
ular moment in a reference book. It 
may be noted here that the Kisch and 
Elkin volume is satisfactorily supple- 
mented by a recent publication of the 
Gold Delegation of the League of Na- 
tions, entitled Gold Legislation. This 
is of the nature of a “‘base” book which 
that body is making use of in its pres- 
ent investigation of the gold problem. 

Anyone who has been sufficiently 
generous to follow this survey of some 
ten arbitrarily chosen books will prob- 
ably feel, with the author, much in the 
position of a girl in a hat shop—with 
thoughts of rain, sunshine, the beach 
and tea-dancing, but with cash enough 
for only one hat. The cream of recent 
literature on money and banking is of a 
highly specialized nature. The value 
of the more general books is restricted 
to mere portions of them. 
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A PLAN FOR AMERICAS .32 833 6 8 


BUSINESS ADRIFT 


By Wautace B. Donnam 
Dean of the Graduate School of Business Administration, 
Harvard University 
“No criticism (of Capitalism) has been so definite in its state- 
ments, so sure in its suggestions, so alarming in price it says will 
mark continued failure, as is set forth in Bustness ApriFt.”— 
Time 


‘““When the head of the nation’s chief school of practical affairs 
(W. B. Donham) and one of the foremost contemporary 
philosophers (Alfred North Whitehead) agree substantially in 
stating a point of view, we shall do well to listen.” ——-The New 


Republic 


“The first really thoughtful attempt I have seen by big business 
men to try to forecast the future and to set their own houses in 
order. What Donham says is worth while thinking about. It is a 
sign of the times that a high priest of business should speak so 
plainly.” —Norman Thomas 


‘‘An important and disturbing volume. It should be read by 
every student and every intelligent citizen as well as by 
business men.”—-N. Y. Post 


‘“‘A searching, challenging, and inspiring plan for American 
business.” —The Business Week 


196 pages, 6 X 9, $2.50 
A Wuirt.Lesey House PuBLicaTION 
At your booksellers, or direct from the publishers 


McGRAW-HILL BOOK COMPANY, Inc. 


370 SEVENTH AVENUE NEW YORK 
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(ILIAR TELEPHONE that stands upon 
k at the office or in your home is only 
nall part of the great communication 
it enables you to talk across the miles 

h surprising ease. 
| it are complicated exchanges, a care- 
ined organization of more than four 
| thousand men and women and eighty 
niles of wire. These are the forces that 
ient telephone service possible. These 
unseen couriers of the spoken word. 
lessly, day or night, without rest or 
the Bell System awaits but the lifting of 
iver to carry your voice to any one of 
two million other telephone users in this 
and abroad, and on ships at sea. It is 
so quickly and with so little trouble 
w people stop to consider what goes on 
n the giving of the number and the 

letion of the call. 





Some time every day—perhaps many times 
a day—you use some part of a telephone sys- 
tem that has taken fifty years and more than 
four thousand million dollars to build. The 
simple words “long distance,”’ which you speak 
so casually into your telephone, place millions 
of dollars of equipment at your disposal. Yet 
the cost of a call from New York to Chicago 
is only three dollars and but a fraction of that 
for lesser distances. 

Equipment of comparable cost is also needed 
to connect your home with the thousands or 
hundreds of thousands of other telephones in 
your town or city. Yet the charge for local 
service is only a few cents a day. 

In relation to service rendered, the cost of 
the telephone is one of the smallest items in the 
monthly business and family budget. Few 
things purchased are of such real, constant 
and increasing value. 


* AMERICAN TELEPHONE AND TELEGRAPH COMPANY * 
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New McGraw-Hill Books 


in varied business fields 


Harvard Advertising Awards 
1930 
Published for the Graduate Schoo! of 
Business Administration, Harvard Uni- 
versity. 140 pages, 9 X I1, 300 adver- 
tisements reproduced, $2.50 


Now in press is the official account of the 
Harvard Awards Jury for the year of 1930. 
With its many actual advertisements 
reproduced, it will be found an authoritative 
index to current advertising trends well 
worthy of any business executive’s attention 
and thought. 


Investment Banking 
A Case Book 


By Curnton P. Brppte, Associate Dean and 
Professor of Investment Banking and 
George F. Bates, Assistant Professor of 
Investment Banking, Graduate School 
of Business Administration, Harvard 
University, 621 pages, 6 X 9, $6.00. 


A selection of 84 actual cases of investment 
banking problems presented as types of 
vicarious experience, the study of which 
may lead to sounder practice in investment 
banking. The book brings out through these 
cases principles of analysis of the problems 
of investor and of the investment banker. 


Harvard Business Reports 
Volume 10 

Compiled by the Graduate School of 
Business Administration, Harvard Uni- 
versity, with an introduction and 
individual commentaries by CHARLES 
I. Gracc, Assistant Professor of 
Business and Matcotm P. McNair, 
Associate Professor of Marketing. 385 
pages, 6 X 9, $5.00. 

This volume reports 36 significant cases of 

actual marketing problems and situations 

collected at first hand during an investiga- 

tion financed by the Daniel Guggenheim 


Fund for Research in Commercial Aviation. 
The cases all involve some phase of market 
ing problems experienced in marketing 
airplanes but the problems fundamentally 
are comparable in principle to those of 
any industry or business. 


Problems in Retail Store 
Management 


By Matcoitm P. McNair, Associate Pro- 
fessor of Marketing, Graduate School 
of Business Administration, Harvard 
University; Managing Director of the 
Bureau of Business Research and 
Cuartes I. Grace, Assistant Professo: 
of Business, Graduate School of 
Business Administration, Harvard Uni 
versity; Editor of the Harvard Business 
Reports. 741 pages, 6 X 9, $6.00. 


It is the purpose of this book to enable 
students to analyze, by a study of selected 
cases, the issues raised by the current 
management problems of retail stores, to 
familiarize themselves with current develop- 
ments in management policies and methods, 
and to appraise the value and significance 
of these management policies and methods. 


Policy and Ethics in Business 

By Cari F. Tatuscn, Managing Editor 
Harvard Business Review, Associate 
Professor of Business Ethics, Graduate 
School of Business Administration, 
Harvard University. 624 pages, 6 X 9, 
$5.0 


A critical analysis and discussion of the 
standards of American business conduct 
Mergers, trade-association activities, full- 
line forcing, price maintenance and dis- 
crimination, trade piracy, commercial bri- 
bery, contract cancellations, price-cutting, 
misrepresentation, and scores of other timely 
and significant questions are frankly 
treated. Actual examples of each furnish the 
factual material for the discussion. 


Any of these books will be sent on approval 


ADDRESS THE PUBLISHERS 


McGRAW-HILL BOOK COMPANY, INC. 


270 SEVENTH AVENUE 


NEW YORK 
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~A Service to Subscribers 


This issue completes Volume IX of 


the REvIEwW 


Subscribers who wish to have their 
copies bound in one volume may 


send them to us for this purpose. 


Crimson cloth binding, gold stamped. 


Binding charges, $2.50 per volume. 


McGRAW-HILIL BOOK COMPANY, Inc. 


270 SEVENTH AVENUI NEW YORK 
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for the business executive 


THE HARVARD 
LAW REVIEW 


offers 


Concise discussions by prominent 
authorities of the legal aspects of 


important current business problems 


$4.50 
Pee CO. ok cn s Ba 


Annual subscription. 


PUBLISHED MONTHLY 
NOVEMBER TO JUNE, INCLUSIVE 
BY 


The Harvard Law Review Association 


GANNETT HOUSE CAMBRIDGE, MASS. 
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This 


Manager 


KNOWS-~ 





Because Electric Accoun ting 
Yields His Information ~ 


THERE is no place in business today for rule of thumb 
methods and _ loose suppositions. Profits can b 
obtained only from actions guided by definitely know: 
conditions. Consequently, the successful executive is 
the one who has at instant command all the accurate 
detailed figure-facts which relate to all the activities 
lying within his province. 

Minute details, exhaustive analyses, economica 
procedures, speed, and accuracy are imperative. Thes¢ 
exacting requirements now demanded of accounting 
and statistical work are more than met by the Electric 
Accounting Method—through the medium of Interna- 


} 


tional Electric Tabulating and Accounting Machines 
(Hollerith). 

The proof of this statement is the fact that these 
machines are used throughout the world by business 
and industrial concerns of every kind ranging fr 
small local institutions to those of world-wide promi- 
nence. They are universally recognized as being 
quickest, most dependable means of recording, 
classifying, and aggregating the figure-facts of business 
They furnish shortcut methods, simplify procedures, 
shorten schedules, give broader control. 

We shall be glad to send you on request descriptive litera 

regarding the application of International Electric Tabula 
International Electr and Accounting Machines to that phase of accounti) 
{ccountinge Machine vhich you are most concerned. 


International Business Machines Corporation 


Manufacturers of 





International Electric Tabulating and Accounting Machines 
International Time Recorders and Electric Time Systems 
International Industrial Scales 
Dayton Moneyweight Scales and Store Equipment 


CANADIAN DIVISION 


270 BROADWAY, NEW YORK, N.Y 
Ry h Offices and Service Stations it International Business Machines Co., Lt 
All t rincipal Cit f the World 300 Campbell Av., West Toronto 
} Cc | 
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Every business day is full of MOCWS . + -« tons of 
vital to your daily activities. It’s an endless 


“The Business Week” cuts into this mountain of news and reveals the im 


facts. 


It brings you a new service—assembling, 
preting the essence of news that relates to industry 


ted matter information 
to dig out facts you need. 

rtant 

inter- 


auityine, condensing an 


finance. 





SIGNIFICANT NEWS 

The editors of The Business 
Week collect, investigate, 
seek all available mews and 
factual information of and about 
business. They eliminate the 
bulk of it, retain only the sig- 
nificant, and present the distilled 
essence of it in approximately 
| short, suecinet weekly items. 


WHAT THE NEWS MEANS 


Interpreting the news is a 
major funetion of this journal 
its editors have the time, 
training, judgment and facilities 
to probe and bring to your atten- 
tion the relationship of one item 
of news to another, and to point 
out its significance to the under- 
lying trend of events. 


FOREIGN NEWS 


You will find the salient fea- 
tures of the week’s news of 
business abroad in The Business 
Week. This publication main- 
tains its own foreign bureau and 
a corps of salaried observers and 
correspondents in the principal 
foreign capitals and _ strategic 
business centers. Flashed by 
radio and cable, carefully checked 
and edited, these foreign des- 
patches represent a costly but 
characteristic contribution to the 
needs of busy business executives. 


HOW’S BUSINESS? 


Every week the answer to this 
question is erystallized and indi- 
cated by the now famous “ther- 
mometer” on the front cover of 
The Business Week. It is the 
first composite weekly index of 
general business activity ever de- 
veloped. In some 200 words the 


adjo text succinctly and 
with illuminating penetration de- 
scribes it and 


what the influences are that most 
directly affect the current busi- 
ness situation. 


FACTS—NOT FIGURES 


The Business Week does not 
deal in statistics, but it does con- 
cern itself with what the statistics 
mean. Its economists and statis- 
ticians deal with all available 
and reliable figures as indicators 
of trends and conditions. By 
meticulous computation, com- 
parison, and. interpretation they 
uncover the NEWS behind every 
significant fluctuation. This 
highly i interpretative 
service gives you a_ veritable 
treasury of usable, time-saving 
information in less than ten 
minutes’ reading each week. 


MONEY AND THE MARKETS 


Every week The Business W eek 
presents a concrete interpretation 
of the underlying financial situ- 
ation. It makes no attempt to 
replace the usefulness of the pro- 
fessional banking journals to the 
banker; it does not presume to 
be an “advisor” or a “tipsheet.” 
What it does is to observe, col- 
lect, and correlate the week’s sig- 
nificant developments; to present 
them in brief, related, composite 
summation. In short, to present 
the net of the underlying trend 
in a few minutes’ reading time. 


EDITORIAL STAMINA 

The Business Week takes a 
sane, progressive, vigorous posi- 
tion on the business issues of the 
day. Its editorials are character- 


ized by conviction, definiteness 
of point of view, and distine- 
tive personality—never on the 
business fence. 


EASY TO READ 

Clear, legible, well-spaced type 
and liberal white margins help 
make The Business Week easy to 
read. By its slim, inviting for- 
mat it has deliberately geared 
itself to the mood of its readers: 
its style is clear, concise, coher- 
ent; its make-up is free from 
continuations “on page so-and-so.” 


FAST—THOROUGH 

To press Thursday night, on 
its way to subscribers Friday and 
Saturday—The Business Week 
has set a record in periodical 
publishing. More important, it 
serves its subscribers with timely 
information—live, dramatic, pul- 
sating, business NEWS; the 
meaning of new developments; 
the status of current business 
activity. 
BRIEF—TIME SAVING 


The clear journalistic style of 
writing The Business Week is 
characterized by the art of con- 
densation. Its brevity is achieved 
by hard work and long experi- 
ence. 


Succinetly, a banker writes: “It 
is my opinion that The Business 
Week is a superlative magazine 
for those who must do their 
reading on the run and who de- 
mand scope, accuracy and au- 
thenticity. Its fearless impar- 
tiality, stark realism and chatty 
style give solid food for men who 
do their own thinking.” 





You will like “The Business Week.” Its staff of well-known editors, economists and 
business specialists pack the pages with pertinent, interesting, authentic material. 


Executives are invited to send for a sample copy 


THE BUSINESS WEEK 


~~ 


McGRAW-HILL PUBLISHING CO., INC. . 





10th AVENUE at 36th STREET, NEW YORK 
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